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PRICES AND PROFITS OF LEADING RETAIL FOOD
CHAINS, 1970-74

WEDNESDAY, MARCH 30, 1977

Coxcress oF THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10:20 a.m., in room 318,
Russell Senate Office Building, Hon. Gillis W. Long and Hon. Mar-
garet M. Heckler, cochairpersons (members of the committee).,
presiding.

Present : Representatives Bolling, Long, Brown of Ohio, and Heclk-
ler; and Senators Roth, McClure, and Hatch.

Also present: John R. Stark, executive director; George R. Tyler,
Steve Watkins, and Katie MacArthur, professional staff members;
Mark Borchelt, administrative assistant; and Charles H. Bradford,
George D. Krumbhaar, Jr., M. Catherine Miller, and Mark R. Policin-
ski, minority professional staff members.

OPENING STATEMENT OF REPRESENTATIVE LoNG

Representative Lone. This hearing will come to order. At the direc-
tion of the chairman of the Joint Economic Committee, Representative
Bolling of Missouri, I call to order this Joint Economic Committee
hearing. It is a full committee hearing on “Prices and Profits of Lead-
ing Retail Food Chains, 1970-74.”

Today the committee will hear testimony on a study prepared for
the committee and at the committee’s request, started some time ago
and prepared for the committee and for the Congress by Mr. Willard
Mueller, Mr. Bruce Marion, and a number of other economists at the
University of Wisconsin. The study examines the relationship between
supermarket price levels, food chain profits, and the structure of local
markets. This study is the most recent component of a broad series of
studies that the Joint Economic Committee has been making into fae-
tors causing inflation. It was initiated in the fall of 1974, 214 years-ago.

Economists have said that studies of food retailing—and some gov-
ernmental statistical studies as well—all suffer markedly from inade-
quate data. Publicly available data are too aggregated and too incon-
sistent; data coverage, they say, has been too spotty to assure a base
of information broad enough on which to proceed. In an effort to rec-
tify the problem, the committee subpenaed price and profit data from
the 17 largest national food chains. Two preliminary hearings by the
Joint Economic Committee were held in November and December of
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1974, based on a portion of this subpenaed data. Additional data were
‘then collected through the summer of 1975.

To digress, an enormous amount of data—confidential data—was
acquired. The committee compiled more than eight file cabinets of
data. For the past 2 years, since that summer of 1975, the five-person
research team from the University of Wisconsin has been compiling,
coding, and interpreting this data with the use of computers. In addi-
tion, a sizable volume of data in the public domain was used, includ-
ing the FTC chainstore premerger forms that stores file in a number
of instances, and Commerce Department market concentration data.

With this data, the researchers evalnated the statistical relation-
ship between food price levels, food chain profits, and the degree of
competition that existed in the local food retail markets.

A variety of relationships were tested using multiple regression
equations in this endeavor. The regression analysis was designed to test
the basic economic thesis that high food prices and chain profits exist
where little competition exists, such as where few stores control a large
portion of the local supermarket sales.

. The analysis generally confirms this thesis. A strong statistical rela-
tionship was discovered to exist between high food prices and local
market concentration in the period, 1970-74, covered by this study.

For example, the study concludes that consumers buying food in
markets where only a few firms compete paid up to 14 percent higher
prices than consumers shopping in more competitive markets. In fact,
the researchers concluded that these higher prices added, at minimum,
a staggering $662 million to consumer food bills in 1974 due to un-
compefitive market conditions in food retailing.

The researchers also maintain that higher food prices did not trans-
late entirely into higher profits. As prices went up, food retailers seem-
ingly became somewhat more inefficient, according to the researchers’
findings, allowing costs to rise for really no apparent reason.

Nationally branded supermarket food items were priced 12 percent
higher, on average, than so-called store brands, even though both
brands frequently contained identical products, according to the re-
sults of this study.

As I understand it, the data that has been utilized is far more de-
tailed and extensive than has ever before been used to examine food
retailing. I believe that this study must be taken seriously by this com-
mittee and by the Congress, because it raises quite serious policy im-
plications for the FTC, particularly regarding food chain mergers.

A number of the FTC consent decrees issued for food chain mergers
over the past 10 years are going to expire very soon ; unless some FTC
action is taken to renew these decrees, there is reason to believe that we
will see a resurgence of merger activity which may reduce competition
in food retailing and raise food prices. :

We think this study ought to be available to the Federal Trade
Commission in making its determination as to whether or not to
attempt to continue in existence the consent decrees.

A second day of hearings on this study will be held on April 5 to
explore this and other policy issues raised by the study. The authors
of the study are certainly to be congratulated for their work. It’s a
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remarkable study, given the tremendous difficulties that they faced
based upon the past experiences others have had in trying to piece
this data together.

They are all members of the University of Wisconsin Food System
Research Group of NC 117, which is a North Central regional research
project on the organization and control of the U.S. food system.

Two of the authors, Mr. Willard Mueller and Mr. Bruce Marion
are with us today and will lead off the hearing in a moment to present
their study to the committee.

Following the presentation by Mr. Mueller and Mr. Marion, we
will have a panel of three economists that will individually make
a presentation; they have been invited to comment on this study.
"This study, of course, has been made by economists, using economists’
analytical techniques. Consequently, 1t is only fitting that at this
first hearing we hear how other economists view this particular study.

The other witnesses are Mr. Ray Goldberg, from Harvard; Mr.
Kenneth Farrell, with the U.S. Department of Agriculture; and
Mr. Tim Hammonds, with the Food Marketing Institute. Mr. Eugene
Boyle, who is with the Virginia Polytechnic Institute and State Uni-
versity was also invited to be with us today, but unfortunately Mr.
Boyle is i1l and will not be able to be with us.

Congresswoman Heckler, we would be happy if you have an opening
statement that you would like to make at thistime.

OPENING STATEMENT OF REPRESENTATIVE IECKLER

Representative HecRLER. Thank you, Congressman Long.

These hearings come at a time of renewed concern about rising
food prices, with projections of a possible 10-percent increase next
year 1f adverse weather conditions continue. There is little we can
do about droughts and other acts of God, but we do have the oppor-
tunity perhaps to influence artificial costs in food pricing. The pur-
pose of these hearings is to explore the relationship between com-
petition in the retail food industry and pricing and profits. The study
concludes that prices and profits are higher where there is market
concentration by a few large retail grocery firms; that consumers are
paying a penalty for market domination by a few firms as a result of
diminished competition. The validity of the study’s conclusion is in
itself a question to be addressed at these hearings.

The critics will be heard and their assessments will be considered in
our efforts to deal with the problem of rising prices.

I trust that these hearings will enable us to better understand the
specific role of the retail chain within the entire spectrum of food
costs. The entire burden of cost is not the responsibility of the retail
outlet ; but we do have a unique opportunity today and at our hearing
in April to isolate and consider that portion of the costs attributable
to the retailer. If the report and these hearings do reveal that industry
practices are creating extra costs for American households, then it will
be incumbent upon Government to take all steps necessary to bring
these practices to a halt. . .

Clearly, inflation has ravaged the budgets of most American families
in the past several years and we must not tolerate any contributory
factors which can be eliminated.
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I look with great anticipation to the testimony of our witnesses
today, Congressman Long.

Representative Loxe. Thank you, Congresswoman Heckler.
Senator Roth.

Senator Rora. I have no opening statement.

Representative Lowne. Senator Hatch.

Senator Harca. I have no opening statement, either.
Representative Lone. Thank you very much.

Mr. Mueller, Mr. Marion, would you proceed as the leadoff
witnesses ?

STATEMENT OF WILLARD F. MUELLER AND BRUCE W. MARION,

MEMBERS, FOOD SYSTEM RESEARCH GROUP, UNIVERSITY OF
WISCONSIN, MADISON, WIS.

Mr. MueLLer. Thank you, Congressman Long, members of the com-
mittee. We are pleased to report to you the results of our study of
recent changes in the competitive structure of food retailing and the
dﬁtqrminants of the profit and price performance of leading food
chains,

Before discussing our findings I would like to clarify one point. T
was somewhat puzzled by the prepared statement of Mr. Hammonds,
a food chain lobby employee with the Food Marketing Institute,
in which he refers to this as the Mueller report. While I would gladly
accept this characterization as an accolade, this would be a serious
injustice to the very competent, industrious, hard-working researchers
who did most of the work on this study with me,

Representative Loxg. Mr. Mueller, I read Mr. Hammonds’ comments

last night. If that is the only exception you are going to take to it—
[Laughter.]

Mr. MUELLER. At this time.

I might add, T haven’t been attacked with such bitterness since the
last time I had an encounter with the representatives of the National
Association of Food Chains. They have had a change in their name
and leadership, but apparently this is a case where a name change
doesn’t change things a great deal.

Much of this study would not have been possible had not the com-
mittee obtained detailed profit and price data not available to inde-
pendent researchers. Little progress will be made in gaining reliable
insights into the way competition works in many industries unless con-
gressional committees and other public bodies exert their authority to
obtain the information necessary for such analyses.

We were asked to analyze information obtained by this committee
and prepare a report of our findings. We hope our efforts will be help-
ful to this committee and others in better understanding the emerging
structure of food retailing and its competitive performance.

Our testimony will cover three areas:

Recent changes in the structure of food retailing and some of
the causes of these changes.

The relationship between the competitive environment in which
large food chains operate and their profits and prices.

Public policy implications of our findings and some alternative
means of maintaining and/or Increasing competilion.
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Mr. Marion will summarize the findings of our report after which I
will discuss in summary form some of our public policy recomraenda-
tions.

Mr. Marox. Representative Long, members of the committee, there
has been a long-term trend toward larger and fewer stores and in-
creased concentration in grocery retailing. Some of the major changes,
as illustrated by figures in the report, are as follows:

Figure i.4—page 10 of the full study—indicates that grocery
chains with 11 or more stores expanded their share of grocery
store sales from 34 percent in 1948 to 57 percent in 1972.

Figure 1.5—page 12—illustrates the fact that the 20 largest
chains increased their share of total grocery store sales from 26.9
percent in 1948 to 37 percent in 1972. Excluding A. & P., their
share rose from 16.2 to 32.1 percent over the period.

Figure 1.6—page 14—indicates that the largest eight voluntary
group wholesalers and the eight largest cooperative groups whole-
salers quadrupled their share of wholesale grocery sales from 8.0
percent in 1948 to 33.4 percent in 1972.

Table 1.3—page 16—indicates that the average market share
of the four leading grocery retailers in 194 metropolitan areas rose
from 44.9 percent in 1954 to 52.9 percent in 1972. The increase
was greater than this for metropolitan areas whose definitions
were not changed over the period ; these increased from 44.8 per-
cent to 53.9 percent.

Table 2.3—page 34—indicates that large food chains operate
across an increasing number of markets. Such multimarket oper-
ations confer potential market power and the capacity to engage
in competitive tactics not open to smaller food chains and inde-
pendents that operate in single markets.

The overall picture that emerges from this summary is one of in-
creasing concentration of grocery procurement in both local and na-
tional markets, of increasing concentration of sales in local markets,
and of increasing participation of large chains in these markets.

These trends were fueled in part by a substantial merger movement
that commenced in 1955 and continues today. During the period 1949-
75, there were over 1.000 retail food store acquisitions with combined
sales of about $13 billion. Until the mid-1960’s, when several antitrust
actions occurred, most acquisitions were made by the largest 20 chains.
Mergers were largely responsible for these chains’ growing share of
national sales between 1948 and 1964. During 1965-75, acquisitions by
the top 20 chains slowed considerably as antitrust actions channeled
merger activity toward smaller food retailers, grocery wholesalers, and
nongrocery firms. Most acquisitions during 1967-75 were so-called
“market extension” mergers—mergers between food retailers operating
in different markets—and “conglomerate” mergers—mergers between
food retailers and firms not engaged in food retailing.

Qur analysis strongly suggests that horizontal mergers involving
leading firms in local markets and market extension or conglomerate
acquisitions by firms that weére large in absolute size tended to increase
concentration in metropolitan areas. Between 1967 and 1975, horizontal
mergers increased the market share of the top 4 firms in 22 markets an
average of 2.1 percentage points. These mergers were found to be posi-
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tively related to change in four-firm concentration between 1967 and
1975. A

Whereas the effect on concentration is obvious when two firms op-
erating in the same market merge, the effects are less obvious when
grocery retailers in different metropolitan areas merge, or when a
grocery retailer is acquired by a large nongrocery firm. However, eco-
nomic theory suggests and some industry experience supports the hy-
pothesis that such mergers may increase concentration even though,
unlike horizontal mergers, they have no immediate effect on concen.
tration. In testing this hypothesis, we found a significant positive rela-
tionship between change in concentration and a large chain or nonfood
firm’s entry into a market by merger. That is to say, when such firms
acquired a retail grocery firm in a market, the top four firms’ share
of sales in that market tended to increase between 1967 and 1975. This
finding has important implications for public policy because the FTC
recently has not challenged such mergers, although it did so in the
1950°s and 1960%.

Our analysis of change in concentration also found a positive rela-
tionship between the number of large chains in a market in 1967 and
the change in concentration during the 1967 and 1975 period. Finally,
the analysis found that even when large chains entered a market de
novo, concentration tended to increase.

These various findings suggest that the market power large chains
derive from their multimarket operations is contributing to increased
concentration in local markets. Some might argue that these increases
occur because large chains are more efficient than other retailers. In
any event, our findings do not support the expectation that concen-
tration is eroded as the number of large chains in a market increases—
whether due to entry by merger or by internal expansion. This is a
disturbing finding. It implies that concentration will continue to in-
crease—albeit at a lower rate—even if the antitrust agencies pursue a
hard line on mergers by large chains.

Let me now turn to the impact of competition on profits and prices.
This analysis makes up a major portion of our report.

IMPACT OF COMPETITION ON PROFITS AND PRICES

Data obtained by the Joint Economic Committee permitted analysis
of the profit and prices performance of food chains for the period 1970~
74. In many ways this was an atypical period. Wage-price controls,
mercurial raw material prices, a recession concomitant with double.
digit inflation, and A. & P.’s price-cutting “WEQ” program subjected
the grocery industry to severe shocks, particularly during 1972-73.
Average profits in the industry were generally depressed below histor-
ical levels for the industry.

It is important to keep these facts in mind when interpreting the
significance of our findings. Generally, studies of the sort undertaken
here have found weaker relationships during periods when inflation
and other historically unique disequilibrating forces are affecting
an industry than during more “normal” times. We emphasize this
because our statistical findings generally are robust despite the ab-
normal period covered.
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Our analysis was concerned primarily with testing hypotheses of
the relationship between the market power held by food chains in
different markets and the level of their profits and prices. It should
be kept in mind that the profits analyzed are for the supermarket
operations of large chains in different markets and geographic areas
rather than the publicly reported profits for their entire operations,
which may include drugstores and other types of retailing or manu-
facturing operations as well.

Likewise, the price data used are for a market basket of grocery
products in the same chains in different metropolitan areas, rather
than the average prices for all grocery stores in a market. We did not
examine the prices of convenience stores, mom-and-pop stores, or
other independent grocery stores.

Both the profit and price data were supplied to the Joint Economic
Committee by the chains analyzed. Comparable profit data were
available for 96 divisions of 12 large chains and for 6 large chains in
50 metropolitan areas. Price data were compiled for 3 large chains in
32 metropolitan areas.

Our analysis sought to identify and measure various factors be-
lieved to influence the level of profits and prices in metropolitan areas.
The relationship of these factors to profit and price levels was
examined using multiple regression analysis. This is a statistical
procedure that allows the investigator to sort out the relative impact
of various competitive and market characteristics on profit and price
levelsin the markets.

ANALYSES CONFIRM RELATIONSHIP OF MARKET POWER TO
HIGHER PRICES AND PROFITS

The analyses confirmed economic concepts that the degree of
market concentration and the market position of firms are important
determinants of market power. Statistical analysis of chain profit-
ability revealed that profits are significantly higher in markets where
a few firms control most grocery store sales. The analysis also found
that when a chain has a dominant share of a market—measured as a
percentage of the top four chains’ market share—it enjoys substan-
tially higher profits than in markets where it has small market shares.
Thus, these two crucial market characteristics, relative firm market
share and the level of four-firm concentration, exert separate effects
on a chain’s profits.

I might clarify this point. When we talk about four-firm concen-
tration or CR, we are referring to the combined market share of the
largest four chains in the market. The average for all metropolitan
areas in the United States is approximately 52 percent.

When we talk about relatively firm market share, we are talking
about the market share of individual firms as a percent of the share
held by the largest four. For example, if the largest four firms
have 60 percent of the market, and one chain has 20 percent, the
relative firm market share of that firm is 33 percent.

The statistical analysis found these variables to be statistically
significant ; that is, it is highly unlikely that these relationships were
due to chance.
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Although of particular significance for policy purposes, these
two variables were not the sole determinants of chain profits. The
growth in a firm’s sales—absent the effects of mergers—was used as
a proxy for the caliber of its management. As expected, the more
successful firms in gaining sales also experienced significantly higher
profits than other chains. The growth in market sales was also found
to have a significant positive effect on chain profit. That is, chains
tended to realize higher profits in rapidly growing markets than in
slowly growing or declining markets.

During much of the study period, A. & P. was engaged in a dramatic
effort to reverse its declining sales through its WEO program. The
profits of A. & P. divisions were found to be significantly lower than
the profits of other companies. In addition, our analysis revealed that
direct competitors of A. & P. realized higher profits, except in 1972,
than chains that did not compete with A. & P.

The level of prices in different markets was examined by computing
the cost to consumers of a market basket containing 110 grocery, frozen
food, and dairy products. Prices were obtained from price comparison
reports that had been conducted by several of the chains and were
submitted to the Joint Economic Committee. The products included
in this market basket were those on which the chains themselves
most frequently made price checks to compare their prices with the
rices of their competitors. The cost of the market basket in the

ighest priced metropolitan area was 14 percent higher than in the
Jowest priced metropolitan area.

The statistical analysis of grocery prices in 32 metropolitan areas
indicated a highly significant positive relationship between price
levels and both relative firm market share and four-firm concentra-
tion. That is, other things held constant, as the relative market share
of a firm and/or the four-firm concentration of & market increased,
a chain’s grocery prices also increased. Thus, the analysis of prices
eonfirms the findings of the profit analysis that both market con-
eentration and relative firm dominance confer market power on large
grocery chains.

On average, the companies included in the price analysis charged
12 percent more for approximately 50 national brand products than
for comparable store brands. Differences in the prices of national
brands and store brands were also computed for the same 10 products
examined by the National Commission on Food Marketing. Whereas
the Commission found the national brands of these products were
priced 21.5 percent higher than comparable store brands, the present
study revealed a 9.9-percent difference. The advantage to consumers
of buying store brands has therefore declined during the decade
since the Food Commission report.

The overall influence of relative firm market share and CR, on prices
and profits of individual chains can be estimated from our statistical
results. Table 1 shows estimates of grocery price levels and pretax
profit-to-sales ratios for different combinations of RFMS and CR..
These estimates indicate the independent influence of these two meas-
ures of competition when all other variables included in the analysis
are held constant.

1 See table 1, p. 28.
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1£ you refer to that table, you will note that with a CR. of 40 and
a relative firm market share of 10, the grocery price index equals 100,
and pretax profits—in column two—are estimated at 0.37 percent
of sales.

When CR, is 40 and relative firm market share is 25, the combina-
tion we have selected as the competitive norm, the index of grocery
price is 100.8 and estimated pretax profits are 1.15 percent of sales.

It is instructive to compare these estimated prices and profits with
those when CR, is 70 and relative firm market share is 55. At this
combination—lower right extreme of table—the index of grocery
prices is 108.9, an increase of 8 percent above where CR, is 40 and
relative firm market share is 25. If costs were the same in the two
markets—that is, there was simply a change in prices but costs stayed
the same—we would expect this 8 percent to show up in increased

rofits.
P T we look at the profit figure, this is not what does show up, The
estimated firm profits are 3.62 percent at the extreme combination,
CR, is 70 and a relative firm market share of 55. This is an increase of
only 2.47 percentage points. Comparing this with the 8-percent increase
in prices, it indicates that increase in profits only account for about
30 percent of the change in price levels. ‘

Tt should be emphasized that average chain profits during the 1970-
74 period were depressed by a combination of unusual factors. None-
theless, this analysis indicates that chains holding dominant market
positions in highly concentrated metropolitan areas en] oyed substantial
profits. The profits shown in table 1.1 are expressed as a percentage of
sales before taxes. The relevant profit measure in evaluating profits of
firms in one industry relative to those in another are profits expressed
as a percentage of stockholders’ investment. Pretext profits of 3.62
percent of sales—the highest shown in that table—translate to aftertax
profits of over 20 percent of stockholders’ investment. This was far
above the average profits of all chains during the 1970-74 period, and
well above the average of all but the most concentrated American
industries.

Caution must be exercised in making direct comparisons between
the price and profit analysis since they are based on different samples.
Nonetheless, they provide no support for the notion that high market
concentration and/or high individual chain market shares result in
higher profits because of lower costs. Rather, the analysis suggests
the opposite. As relative firm market share or CR, increase, a
chain’s prices increase more rapidly than its profits—suggesting that
costs also increase. Other studies have found that market power stimu-
lates inflated costs and inefficiencies as well as higher prices. Our
results suggest that this is also true in food retailing. :

EXTENT OF MONOPOLY OVERCHARGES

The study findings provide strong evidence that monopoly over-
charges, that is, prices above those in competitive markets, are likely
in ‘markets that are dominated bv one or two firms or where sales
are highly concentrated among the largest four firms. Using the struc-
tural combination of CR, of 40 and relative firm market share of 25
as the competitive norm, monopoly overcharges by the largest four
firms in the 32-sample SMSA’s were estimated at 1.6 percent of sales
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or $161 million in 1974, If these findings are typical of the situation
In all SMSA’s, then the national monopoly overcharges by the four
largest firms in each SMSA are estimated to total $662 million for
1974. Since this estimate includes the sales of only the four largest
retailers and only sales in SMSA’s, it may well understate the national
overcharge that i1s due to noncompetitively structured markets.

Overcharges vary greatly among cities. For example, a selected
Midwestern case market—table 3.6 on page 74 of the study—had a
relatively competitive market structure and only $1.6 million in
estimated monopoly overcharges by the largest four firms—0.3 percent
of their sales. By contrast, a comparably sized but highly concentrated
eastern market—table 3.5 on page 72 of the study—with two dominant
firms had estimated 1974 monopoly overcharges by the top four chains
-of $83 million or almost 7 percent of their sales. This illustrates the
Ampact on prices consumers pay for food when a market becomes highly
concentrated and has one or more dominant firms.

[The tables referred to follow :]

TABLE 3.6.—AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY CHAINS IN CITY C,

OCTOBER 19741
1974 Grocery Market Meat Market and
Company market share ? basket baskets basket meat basket
15.8 99.6 99.6 99.7 99.7
14.1 98.9 98.7 86.1 98.2
10.9 101.4 101.3 102.5 101.7
6.9 100.9 100.5 101.1 100.7
2.4 99.1 99.3 100.3 99.6

- 1See apgendix B. Indices were derived by expressing the estimated market basket costs as a})ercent of the mean value
2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of “‘Grocery Dis-
tribution Guide,’’ Metro Market Studies, Inc., adjusted pr?omonally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro market. See a?p. 3
3 Included grocery, dairy, frozen food, and health and beauty aid products for all firms except firm S, in which
health and beauty aid products were not included,

TABLE 3.5.—AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 FIRMS [N CITY B,
OCTOBER 19741

1974 Grocery Market Meat Market and

Company market share 2 basket basket t basket meat basket
31.8 102.4 102.2 103.4 102.5

30.5 102.3 102.0 100.0 101.5

6.8 100.0 100.2 100.5 100.3

6.4 99.7 99.3 102.8 100.2

1.4 95.5 96.3 93.3 95.5

1 See appendix B. Indices were derived by expr:ssing the estimated market basket costs as a percent of the meanvalues,

2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of ““Grocery Distri-
bution Guide,” Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro marketl. See app. B.

3 This market basket contained frozen food, dairy, and grocery products.

Mr. Marron. These findings do not necessarily imply that all grocery
chains realize excess profits. Average profit rates of grocery chains dur-
ing 1970-74 were below those of many industries. It seems unlikely,
however, that the generally depressed profit levels of this period will
continue. During part of the period studied profits were depressed by
the price control program and by the A. & P. WEQ program.
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Since 1973, average profit margins have risen, and there is reason
to expect that they will continue to improve. This analysis found that
despite the unusual combination of circumstances depressing profits
during most of the period studied, in some markets firms had sufficient
market power, either due to their individual dominance or the high
level of concentration in the market, so that they enjoyed considerable
discretion over pricing. In these situations, market forces did not
protect consumers from excessive prices and profits.

Whether or not excess profits are achieved by the industry as a
whole, performance found by this study indicates substantial varia-
tion in profits and prices among cities. At the very least, one might
conclude that firms in markets where considerable market power exists
subsidized their operations in more competitive metropolitan areas. If
so, some consumers benefited at the expense of others. In addition, some
competitors, and perhaps competition, may have been injured in the
subsidized markets. It appears, however, that consumers in the least
competitive markets were also footing the bill for inefficiencies and
excessive costs that so frequently are the handmaidens of shared mon-
opoly situations.

Mr. MuEeLLER. In our study we did not make any public policy recom-
mendations. We have a number in our prepared statement which are
written out in some detail. T won’t try your patience by going over all
of them in detail, but I will highlight each of the alternatives which
we mentioned. I hope that this prepared statement will be included in
the record in full.

Representative Loxc. Without objection, Mr. Mueller, it will be
made a part of the record following your comments.

As you know, the April 5 hearing that we have scheduled has been
set aside specifically to deal with the question of public policy implica-
tions of this study and with what steps might be taken. Consequently,
we will make the remainder of your prepared statement a part of the
record, and we will ask our witnesses at our April 5 hearing to com-
ment on the prepared statement at that time.

Mr. MueLLEr. I hope it will stimulate some discussion on this sub-
ject. I would also request that if—as is likely will be the case—we do
not have an opportunity to comment on the criticisms made by some
of the panelists of our study, that we be permitted to present our com-
ments 1n writing for the record.

Representative Lone. Without objection, I think that would be in
order. We would welcome that and make that a part of the record,
Mr. Mueller, following your comments and those of critical witnesses.

POLICY RECOMMENDATIONS

Mr. MorrLLer. Well, we mention five ways in which competition can
either be maintained where it exists. First, I want to emphasize, as I
think Mr. Marion did, that we aren’t implying that the entire food in-
dustry is monopolistic. Fortunately, there are a good many competi-
tively structured markets, however one wishes to define them. There
are many independents and small chains that do not have a significant
amount of market power and some large chains do not have market
power in certain markets.



12

One important recommendation deals with ways in which entry
barriers can be reduced. There are some natural entry barriers into
any business or industry; but there also may be some artificial bar-
riers created by competitive tactics of firms. In our prepared statement,
we discuss an example of the successful use of selective price discrim-
ination to prevent the entry of a firm into the Washington, D.C.,
market.

Generally the American antitrust agencies have not challenged this
practice. As we point out, Safewav was challenged in Canada, and
under a consent decree it was prohibited from engaging in this prac-
tice. It also was prohibited from engaging in market-saturation adver-
tising which can also be a serious deterrent to entry and may have a
damping effect on competition.

Personally, I think these practices could be challenged under the
Robinson-Patman Act, the Federal Trade Commission Act. and
perhaps even under the Sherman Act. The antitrust agency should
challenge them. If not, they should explain why they cannot, and
the Congress shonld then consider whether this is a sufficiently serious
problem that legislation should be strengthened in this area.

As to merger policy, in the 1960’s, the Federal Trade Commission
took a number of initiatives to curb mergers in food retailing. These
various actions sent a clear signal to large chains that the Commission
would probably challenge any substantial market extension merger
by large chains as well as horizontal mergers that violated the stand-
ards of the Supreme Court in the Von’s Grocery case.

For a decade those actions had the effect of virtually stopping ac-
quisitions by large chains. They didn’t stop all mergers by any means,
nor was this the intent. Rather, they channeled the merger activity
away from the leading firms.

By the middle 1970’s the FTC was at a public policy crossroads. As
its consent orders with leading chains began expiring, the industry
waited for new signals as to what the law and its enforcement was like-
ly to be. The FTC was given ample opportunity to act during 1975
and 1976 when five substantial mergers occurred.

It challenged only one of these. a merger between two regional chains
in the Piedmont Region of North Carolina which involved a horizon-
tal merger.

I'am not criticizing that action. T happened to be a witness in the
case for the Federal Trade Commission ; I provided an affidavit. It was
stonped when the FTC won a temporary restraining order.

The failure of the FTC to challenge other mergers that in my judg-
ment were more of a threat to competition than this one had the effect
of sending out signals to the industry that they conld go ahead with
the mergers. Most important was its failure to challenge a horizontal
merger between Lucky and Mayfair Stores in Seattle and the largest
market extension merger in history : The acquisition of Kimbell Stores
by Winn-Dixie. This was a $500 million acquisition.

As Supermarket News put it so well, “The FTC looked the other
way when Winn-Dixie swallowed Kimbell, Inc.”

In recent months Lucky Stores and Grand Union have announced
they intend to resume making acquisitions. The point is that signals
have been sent out which are being believed by the industry that
the policy has changed.
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In the case of the Arden-Mayfair acquisition, we lay out some of
the facts in our statement. The staff of the Federal Trade Commission
recomemnded action, but their recommendation was not approved by
the Commission, with only Commissioner Hanford dissenting; the
merger went ahead.

I think this matter in particular set the stage for the horizontal
mergers involving A. & P.’s acquisition of National Tea Stores in
Chicago. and Allied’s acquisition in Detroit.

I think it would be a serious mistake for the Commission to abandon
its merger policy as pursued in the 1960s. With respect to horizontal
mergers, it should enforce the law as strictly as the Supreme Court
has enunciated in the Von’s case. With respect to market extension
mergers, it should not abandon the policy expressed in the National
Tea decision by the Federal Trade Commission and in the Federal
Trade Commission’s merger guidelines.

Another recommendation is to improve consumer information. The
results of this study indicate that a firm’s prices in different metro-
politan areas are positively related to its market share and the level of
market concentration. This suggests that price differences within mar-
kets persists at least in part because consumers are unable to actively
evaluate price levels of competing sellers.

Everyone knows that it 1s an extremely complex job to figure out
where you get the best buy. The search time involved is so great that
a significant, strong case can be made for much greater information.
We report the results of two recent Canadian studies which examine
this question. They show that better price information has an impor-
tant impact on the price behavior of retailers in a market.

Time does not permit me to discuss these studies in detail, but I hope
they will be given serious consideration by this committee, by con-
sumer groups in this country, and by the FTC.

Turning to consumer cooperatives, which generally have played a
very small role in the United States compared to other nations, I think
perhaps the time has come to again give serious consideration to this
alternative. Although various reasons explain why cooperatives in
food retailing have not been very successful historically in the United
States, I think one reason is that when they were first tried around
the turn of the century and then the thirties, food retailing was
quite competitive, margins were low, and prices were low. As a result,
co-ops really didn’t have much to offer. So I am saying, in effect,
that perhaps the time has come to take a new look at this approach,
particularly in concentrated markets.

One of the few empirical studies of the subject in the United States
found that a chain’s prices were generally lower in markets where they
competed with a consumer cooperative than comparable markets with-
out a co-op.

Whereas the average savings are rather low, even in the United
States, some cooperatives provide savings on the order of 3 to 6 percent
of sales, which is an insignificant amount.

The potential benefits of successful consumer cooperatives is illus-
trated by the Calgary Co-op in Canada, which is the largest consumer
co-op in North America.

It is interesting this is located in Calgary, an extremely concen-
trated market, the market where the Canadian Government brought

96-514—771—2
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a suit against Safeway which held nearly half of the sales. In this
environment, Calgary has been able to increase its sales to
about 30 percent of the market. Its members actually include over
100,000 persons; about two-thirds of the people in the city do some
shopping there. It has gross margins on its supermarket operations of
about 17 percent, which is far below those in the United States on the
average, and I believe in Canada, as well.

In addition, it was able to give its consumers last year a 3.2-percent
patronage rebate and I think the year before it was 4 percent. So its
effective gross margins were on the order of 14 percent, which is very
low.

It does illustrate, I think, that something in this area can be accom-
plished with the right mix of factors. We don’t have a program here
to propose that will immediately result in the success of consumer
c0-ops, but I think a couple of the recommendations we make, those
relating to ways in which to lower entry barriers and those providing
consumer information, would not only help smaller food chains and
independents to survive and grow, but also create an environment in
which a consumer cooperative could operate more effectively.

- Finally, we come to the area of industrial restructuring, which usu-
ally scares the heck out of a lot of people these days.

The various options mentioned above may not be sufficient to erode
concentration or eliminate its adverse effects in markets that have be-
come highly concentrated, especially where one or two firms dominate
a market. In these cases, which fortunately are still relatively few,
n&ore direct action may be required to reduce market power or its
eflects.

One alternative is to permit such power to exist but to control its
use through Government regulation. We reject this as an unrealistic
alternative. We think setting prices in food retailing would be a regu-
latory nightmare.

A second alternative involves industrial restructuring. This requires
a case-by-case approach. In excessively concentrated markets, how-
ever defined, there are two main options.

The most drastic approach requires leading firms to divest part of
their business in a particular market. The other restructuring approach
places restraints on the growth of the dominant chain or chains in a
market until such time as its or their market share is reduced to some
target level.

Again. the Canadian Government under their antitrust laws have
tried this; and Safeway is under such a decree in the cities of Calgary
and Edmonton for a period of 314 years whereby it cannot expand.

Many public policy officials and courts are reluctant to restore com-
petition through industrial restructuring. This often reflects a fear
that such actions will drastically disrupt business affairs, eliminate
jobs, injure stockholders, and perhaps even injure consumers.

While not unmindful that difficult problems may arise in the course
of publicly ordered restructuring, in our judgment such fears are
greatly exaggerated. Experience has shown that businessmen are adept
at adjusting to changing circumstances. Certainly they are very adept
at restructuring actions to result in high concentration. Such actions
on their part likely inflict greater costs on injured competitors and con-
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sumers than they themselves would experience if forced to divest them-
selves of some properties or, in particular, to limit for a time their
expansion.

The public policy issue is clear: Where excessive market power can-
not be adequately redressed by other means, are we sufficiently con-
eerned about the costs to consumers and competitors to take the steps
necessary to reduce such power?

Thank you. '

[The prepared statement of Mr. Mueller and Mr. Marion plus re-
lated correspondence follow:]

PREPARED STATEMENT OF WILLARD F. MUELLER AND BRUCE W. MARION*

THE STRUCTURE AND PERFORMANCE OF Foop RETAILING

Mr. Chairman and members of the Committee : We are pleased to report to you
the results of our study of recent changes in the competitive structure of food
retailing and the competitive determinants of the profit and price performance of
the leading food chains.

Much of this study would not have been possible had not the Committee ob-
tained detailed profit and price data not available to independent researchers.
Little progress will be made in gaining reliable insights into the way competition
works in many industries unless Congressional Committees and other public
bodies exert their authority to obtain the information necessary for such an-
alyses.

‘We were asked to analyze information obtained by this Committee and prepare
a report of our findings. We hope our efforts will be helpful to this Committee
and others in better understanding the emerging structure of food retailing and
its competitive performance.

Our testimony will cover three areas:

Recent changes in the structure of food retailing and some of the causes of
these changes.

The relationship between the competitive environment in which large food
chains operate and their profits and prices.

Public policy implications of our findings and some alternative means of
maintaining and/or increasing competition.

Recent structural changes

There has been a long-term trend towards larger and fewer stores and in-
creased concentration in grocery retailing, Among the major changes are the fol-
lowing: )

Grocery chains with 11 or more stores expanded their share of grocery
store sales from 34 percent in 1948 to 57 percent in 1972.

The 20 largest chains increased their share of total grocery store sales
from 26.9 percent in 194§ to 37.0 percent in 1972. Excluding A&P, their
share rose from 16.2 to 32.1 percent over the period (Table 2).

The largest 8 voluntary group wholesalers and the 8 largest cooperative
group wholesalers increased their shares of wholesale grocery sales from 8.0
percent in 1948 to 33.4 percent in 1972 (Table 3).

The average market share of the four leading grocery retailers in 194
metropolitan areas rose from 41.5 percent in 1954 to 52.1 percent in 1972
(Table 4). The increase was greater than this for metropolitan areas whose
definitions were not changed over this period; these increased from 44.8
percent to 53.9 percent. )

Large food chains operate across an increasing number of markets
(Table 7). Such multimarket operations confer potential market power
and the capacity to engage in competitive tactics not open to smaller food
chains and independents.

sThe authors are members of the Food System Research Group located at the University.
of Wisconsin, Madison. This group is part of NC 117, a North Central Regional Research
Project on the Organization and Control of the U.S. Food System. Other members of the
research team working on this project were Messrs. Ronald W. Cotterill Frederick E. Geith-
sman, and John R. Schmelzer.
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The overall picture that emerges from this summary is one of increasing con-
centration of grocery procurement in both local and national markets, of increas-
ing concentration of sales in local markets, and of increasing participation of
large chains in these markets.

These trends were fueled in part by a substantial merger movement that com-
menced in 1955 and continues today. During 1949-1975, there were over 1.000 re-
tail food stores acquisitions with combined sales of about $13 billion (Table 5).
Until the mid-1980s, when several antitrust actions occurred, most acquisitions
(measured by acquired sales) were made by the top 20 chains. Mergers were
largely responsible for these chaing’ growing share of national sales between 1948
and 1964, During 1965-1975, acquisitions by the top 20 chains slowed consider-
ably as antitrust actions channeled merger activity toward smaller food retailers,
grocery wholesalers and nongrocery firms (Table 6). Most acquisitions during
1967-1975 were so-called “market extension” mergers (mergers between food re-
tailers operating in different markets) and “conglomerate” mergers (mergers be-
tween food retailers and firms not engaged in food retailing).

Our analysis strongly suggests that horizontal mergers involving leading firms
in local markets and market extension or conglomerate acquisitions by firms that
were large in absolute size tended to increase concentration in metropolitan
areas. Between 1967 and 1975 horizontal mergers increased the market share of
the top four firms in 22 markets an average of 2.1 percentage points.? These
mergers were found to be positively related to change in four-firm concentration
between 1967 and 1975 (see Appendix B of the full study).

‘Whereas the effect on concentration is obvious when two firms operating in the
same market merge, the effects are less obvious when grocery retailers in different
metropolitan areas merge, or when a grocery retailer is acquired by a large non-
grocery firm. However, economic theory suggests and some industry experience
supports the hypothesis that such mergers may increase concentration even
though, unlike horizontal mergers, they have no immediate effect on concentra-
tion. In testing this hypothesis we found a significant positive relationship be-
tween change in concentration and a large chain or nonfood firm’s entry info a
market by merger. That is to say, when such firms acquired a retail grocery firm
in a market, the top 4 firm’s share of sales in that market tended to increase be-
tween 1967 and 1975. This finding has important implications for public policy
because the FTC recently has not challenged such mergers, although it did so in
the 1950s and 1960s.

Our analysis of changes in concentration also found a positive relationship
between the number of large chains in a market in 1967 and the change in con-
centration between 1967 and 1975. Finally, the analysis found that even when
large chains entered a market de novo, concentration tended to increase.

These various findings suggest that the market power large chains derive from
their multi-market operations is contributing to increased concentration in local
markets. Some might argue that these increases occur because large chains are
more efficient than other retailers. In any event, our findings do not support the
expectation that concentration is eroded as the number of large chains in a mar-
ket increases—whether due to entry by merger or by internal expansion. This is
a_ disturbing finding. It implies that concentration will continue to increase—
albeit at a lower rate—even if the antitrust agencies pursue a hard line on
mergers by large chains.

Impact of competition on profits and prices

Data obtained by the Joint Economic Committee permitted analysis of the
profit and price performance of food chains for the period 1970-1974. In many
ways this was an atypical period. Wage-price controls, mercurial raw material
prices, a recession concomitant with double-digit inflation and A&P’s price cutting
“WEO” program subjected the grocery industry to severe shocks, particularly
during 1972-73. Average profits in the industry were generally depressed below
historical levels for the industry. .

! This period was selected because the Federal Trade Commission provided the Joint Eco-
nomic Committee the merger notification reports received by the Commission as required
by jts Food Distribution Merger Enforcement Policy initiated in January 1967. The metro-
politan areas were those for which it was possible to make reasonably accurate estimates
of four-Srm concentration in 1975. . . . o

2 This was the direct effect of these mergers. Qur analysis suggests that the direct and.
indirect effect exceeded this amount,
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It is important to keep these facts in mind when interpreting the significance
of our findings. Generally, studies of the sort undertaken here have found weaker
relationships during periods when inflation and other historically unique dis-
equilibrating forces are affecting an industry than during more “normal” times.
We emphasize this because our statistical findings generally are quite robust
despite the abnormal period covered.

Our analysis was concerned primarily with testing hypotheses of the relation-
ship between the market power held by food chains in different markets and the
level of their profits and prices. It should be kept in mind that the profits analyzed
are for the supermarket operations of large chains in different markets and geo-
gr_aphic areas rather than the publicly reported profits for their entire operations.
Likewise, the price data used are for a market basket of grocery products in the
same chains in different metropolitan areas, rather than the average prices for
all grocery stores in a market.

Both the profit and price data were supplied to the Joint Economic Committee
by the chains analyzed. Comparable profit data were available for 96 divisions
of 12 large chains and for six large chains in 50 metropolitan areas. Price data
were compiled for three large chains in 32 metropolitan areas.

Our analysis sought to identify and measure various factors believed to influ-
-ence the level of profits and prices in metropolitan areas. The relationship of these
faqtors to profit and price levels was examined using multiple regression analysis.
fl‘hls is a statistical procedure that allows the investigator to sort out the relative
impact of various competitive and market characteristics on profit and price
levels in the markets.

The analyses confirmed economic concepts that the degree of market concen-
tration and the market position of firms are important determinants of market
power. Statistical analysis of chain profitability revealed that profits are signifi-
cantly higher in markets where a few firms control most grocery store sales. The
analysis also found that when a chain has a dominant share of a market (meas-
ured as a percentage of the top four chains’ share), it enjoys substantially higher
profits than in markets where it has small shares. Thus, these two crucial market
characteristics, relative firm market share (RFMS) and the level of four-firm
-concentration (CR.), exert separate effects on a chain’s profits. The statistical
analysis found these variables to be statistically significant, that is, it is highly
unlikely that these relationships were due to chance.

Although of particular significance for policy purposes, these two variables
were not the sole determinants of chain profits. The growth in a firm's sales
(absent the effects of mergers) was used as a proxy for the caliber of its man-
.agement. As expected, the more successful firms in gaining sales also experienced
significantly higher profits that other chains. The growth in market sales was also
found to have a significant positive effect on chain profit. That is, chains tended to
realize higher profits in rapidly growing markets than in slowly growing or
-declining markets.

During much of the study period, A&P was engaged in a dramatic effort to
reverse its declining sales through its WEO program. The profits of A&P divisions
were found to be significantly lower than the profits of other companies. In addi-
tion, our analysis revealed that direct competitors of A&P realized higher profits,
except in 1972, than chains that did not compete with A&P.

The level of prices in different markets was examined by computing the cost to

.consumers of a market basket containing 110 grocery, frozen food and dairy prod-

ucts. Prices were obtained from price comparison reports that had been conducted
by several of the chains and were submitted to the Joint Economic Committee,
The cost of the market basket in the highest priced metropolitan area was 14 per-
-cent higher than in the lowest priced metropolitan area.

Statistical analysis of grocery prices in 32 metropolitan areas indicated a
highly significant positive relationship between price levels and both relative firm
market share (RFMS) and four-firm concentration (CR.). That is., other things
held constant, as the relative market share of a firm and/or the four-firm con-
.centration of a market increased, grocery prices also increased. Thus, the analysis
of prices confirms the findings of the profit analysis that both market concentra-
tion (CR4) and relative firm dominance (RFMS) confer market power on large
grocery chains.

On average. the companies included in the price analysis charged 12 percent
‘more for approximately 50 national brand products than for comparable store
brands. Differences in the prices of national brands and store brands were
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also computed for the same 10 products examined by the National Commission on
Food Marketing. Whereas the Commission found the national brands of these
products were priced 21.5 percent higher than comparable store brands, the pres-
ent study revealed a 9.9 percent difference. The advantage to consumers of buying
store brands has therefore declined during the decade since the Food Commission
report.

The overall influence of RFMS and CR, on prices and profits of individual
chains can be estimated from our statistical results. Table 1 shows estimates of
grocery price levels and pretax profit-to-sales ratios for different combinations of
RFMS and CR.. These estimates indicate the independent influence of these two
measures of competition when all other variables included in the analyses are
are held constant.

The table shows an index of estimated grocery prices: when CR. is 40 and
RFMS is -0, the index equals 100. At this combination of CR,, and RFMS. pre-
tax profits are estimated at .37 percent of sales. When CR, is 40 and RFMS is
25, the combination we have selected as the competitive norm, the index of
grocery prices is 100.8; estimated pretax profits are 1.15 percent of sales.

It is instructive to compare these estimated prices and profits with those
when CR, is 70 and RFMS is 55. The index of grocery prices is 108.9, an increase
of 8 percent above where CR, is 40 and RFMS is 25. Estimated firm profits are
3.62 percent, an increase of 2.47 percentage points. The change indicated in
profit levels thus accounts for only 31 percent of the change in price levels.

It should be emphasized that average chain profits during the 1970-74 period
were depressed by a combination of unusual factors. Nonetheless, this analysis
indicates that chains holding dominant market positions in highly concentrated
metropolitan areas enjoyed subsfantial profits. The profits shown in Table 1
are expressed as a percentage of sales before taxes. The relevant profit measure
in evaluating profits of firms in one industry relative to those in another are
profits expressed as a percentage of stockholders’ investment. Pretax profits of
3.62 percent of sales (the highest shown in the table) translate to aftertax profits
of over 20 percent of stockholders’ investment. This was far above the average
profits of all chains during the 1970-74 period, and well above the average of all
but the most concentrated American industries.

Caution must be exercised in making direct comparisons between the price
and profit analysis since they are based on different samples. Nonetheless, they
provide no support for the notion that high market concentration and/or high
individual chain market shares result in higher profits because of lower costs.
Rather, the analysis suggests the opposite. As RFMS and/or CR. increase, a
chain’s prices inerease more rapidly than its profits—suggesting that costs also
increase. Other studies have found that market power stimulates inflated costs
and inefficiencies as well as higher prices. Qur results suggest that this is also
true in food retailing.

Batent of monopoly overcharges

The study findings provide strong evidence that ‘“monopoly overcharges”, i.e.,
prices above those in competitive markets, are likely in markets that are
dominated by one or two firms and/or where sales are highly concentrated among
the largest four firms. Using the structural combination of CR. of 40 and RFMS
of 25 as the competitive norm, monopoly overcherges by the largest four firms
in the 32 sample SMSAS were estimated at 1.6 percent of sales or $161 million
in 1974. If these findings are typical of the situation in all SMSAs, then the na-
tional monopoly overcharges by the four largest firms in each SMSA are esti-
mated to total $662 million for 1974, Since this estimate includes the sales of only
the four largest retailers and only sales in SMSAs, it may well understate the
national overcharge that is due to noncompetitively structured markets.

Overcharges vary greatly among cities. For example, a selected midwestern
case market (Table 9) had a relatively competitive market structure and only
$1.6 million in estimated monopoly overcharges by the largest four firms (0.3
percent of their sales). By contrast, a comparably sized but highly concentrated
eastern market (Table 8) with two dominant firms had estimated 1974 mo-
nopoly overcharges by the top four chains of $83.0 million or 6.9 percent of their
sales. This illustrates the impact on prices consumers pay for food when a
market becomes highly concentrated and has one or more dominant firms.

These findings do not necessarily imply that all grocery chains realize exces-
sive profits. Average profit rates of grocery chains during 1970-74 were below
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those of many industries. It seems unlikely, however, that the generally depressed
profit levels of this period will continue. During part of the period studied profits
were depressed by the price control program and by the A&P WEO program.

Since 1973, average profit margins have risen, and there is reason to expect that
they will continue to improve. This analysis found that despite the unusual com-
bination of circumstances depressing profits during most of the period studied,
in some markets firms had sufficient market power, either due to their individual
dominance or the high level of concentration in the market, so that they enjoyed
considerable discretion over pricing. In these situations, market forces did not
protect consumers from excessive prices and profits.

Whether or not excess profits are achieved by the industry as a whole, per-
formance found by this study indicates substantial variation in profits and
prices among markets. At the very least, one might conclude that firms in markets
where considerable market power exists subsidized their operations in more com-
petitive metropolitan areas. If so, some consumers benefitted at the expense of
others. In addition, some competitors, and perhaps competition, may have been
injured in the subsidized markets. It appears, however, that consumers in the
least competitive markets were also footing the bill for inefficiences and exces-
sive costs that so frequently are the handmaidens of shared monopoly situations.

Public policy alternatives

Grocery store sales in many metropolitan areas are quite highly concentrated
and have become increasingly so over the past two decades. This has important
public policy implications because our analysis provides strong evidence that
consumers pay substantially more in highly concentrated markets dominated by
one or two firms than in less concentrated markets without a dominant firm.

We emphasize, however, that whereas our study strongly suggests there is a
market concentration problem in food retailing, many markets are still quite
competitively structured. Moreover, many independents and small chains, as
well as large chains in many of their markets, do not have significant market
power. We emphasize this point lest our findings are misinterpreted as implying
all retailers have market power. Our chief concern is with the troublesome fact
that the number of highly concentrated markets (where 4 firms make over 60
percent of sales) has increased substantially—from 5 percent of the total in
1954 to 25 percent in 1972—and is likely to increase further unless public policy
intervenes.

This raises the guestion, what can be done to preserve competition where it
still exists and to increase competition in markets that are very concentrated?
We shall discuss five ways to help maintain or increase competition in grocery
store retailing. Four of the options involve fostering an environment where “nat-
ural” economic forces will erode concentration, prevent its emergence, or intensify
competition without changing the levels of concentration in the short run. The
fifth approach involves direct actions to reduce excessive market concentration.

Reducing entry barriers

Concentration can only be reduced—absent direct public actions—if new
firms enter the market or if smaller firms already in the market expand at the
expense of the market leaders. As pointed out in our report, the economics of
food retailing create significant entry barriers for new competitors. Most of
these barriers are not in violation of present antitrust laws and cannot be
easily reduced. However, there are some possibilities.

An important barrier to new entrants, as well as an impediment to the expan-
sion of independent retailers, is the difficulty in gaining access to preferred store
sites. Leading chains in a market are generally the preferred tenants in shopping
centers. In some cases, restrictive lease arrangements limit competition in a
center. These practices act to further strengthen the market power of leading
retailers in a market. The antitrust agencies should continue to examine this
problem and act aggressively in striking down discriminatory and restrictive site
arrangements.

Entry barriers can also be magnified if firms already in the market engage in
selective price cutting targeted at the stores of the new entrant. This occurred
in Washington, D.C., in 1967 when Shop Rite (Foodarama), an aggressive dis-
counter headquartered in New Jersey, attempted to enter the market. The stores
of two leading chains “located near the stores of the new entrant cut their prices
substantially below those charge in the rest of the metropolitan area. In doing
50, these stores operated on abnormally low margins—and for those stores for
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which data were available—sustained substantial losses.” ® This strategy of dis-
couraging entry succeeded, and Shop Rite ultimately withdrew from the market.

Such selective price cutting seriously raises entry barriers to would be entrants,
thereby protecting established firms from potential competition.

The American antitrust agencies have not challenged this practice in food re-
tailing since the A&P case.* (Incidentally, as we recall, A&P did not engage in
selective price cutting in the Washington, D.C., incident mentioned above.) How-
ever, the Canadian government recently prohibited such predatory behavior. In
1973 the Attorney General of Canada initiated an antitrust action under the
Canadian Combines Act challenging Canada Safeway Limited for alleged “actions
directed toward its competitors which limited the expansion of its competitors
and created barriers to entry of other competitors to the market.” ® One pro-
vision of a consent order in the case provides that for a period of six years.

“The Defendant shall not knowingly charge a price for any grocery item in any
one or more of its stores in Calgary for the purpose of meeting or undercutting
the price of a competitor, unless the price so charged by the Defendant is applied
uniformly and simultaneously by it, for the identical grocery item in all of its
Calgary grocery stores”.®

The order also recognized that entry barriers and a new-entrant’s costs can be
raised by massive advertising. One provision of the decree therefore provided:
“A further prohibition prohibits Safeway for five (5) years from engaging in
market saturating advertising policies”.”

Selective price cutting and massive advertising that discourages entry also
probably violate the Robinson-Patman Act and/or the Federal Trade Commission
Act, and perhaps even the Sherman Act. If so, the antitrust agencies should chal-
lenge such practices as well as stating publicly their views on such behavior. If
these practices cannot be challenged under existing laws, the Congress should
consider strengthening them.

Merger policy

In the 1960’s, the Federal Trade Commission entered agreements with six food
chains prohibiting future grocery store mergers for 10 years without prior FT'C
approval® Additionally, in January 1967 the FTC issued its food distribution
merger guidelines which said that any but very small acquisitions by large chains
(defined as chains with annual sales exceeding $500 million) would be carefully
scrutinized. The guidelines applied to both horizontal mergers (those between
direct competitors) and market extension mergers (i.e., between chains that
operated in different metropolitan areas).

These various actions sent a clear signal to large chains that the Commission
would probably challenge any substantial market extension mergers by large
chains as well as horizontal mergers that violated the standards established by
the Supreme Court in its 1966 decision in the Von's Grocery Co. case’® For a
decade these actions had the effect of virtually stopping acquisitions by large
chains (see Table 5). Not all mergers were stopped nor was this the
FTC's intent. Although total acquisitions of food retailers rose in subsequent
years, practically all (85 percent) acquisitions were made by retailers smaller
than the top 20, by wholesale distributors, or by nonfood conglomerate firms.
Thus, a salutary effect of the FTC actions was to channel mergers away from the
industry leaders, thereby slowing the trend toward growing national
concentration.

By the mid-1970’s, the FTC was at a public policy crossroads. As its consent
orders with leading chains began expiring, the industry waited for signals in-
dicating the direction of future policy. The FTC was given ample opportunity to
act during 1975 and 1976, when five substantial mergers occurred.

3 Staff Report to the Federal Trade Commission on “Food Selling Practices in the District
of Columbia and San Franciseo.” July 1969, p. 4. See also, Staff Report to the Federal Trade
Commission, “Discount Food Pricing in Washington, D.C..” March 1971, p. 11,

4 U.8. v. Great Atlantic & Pacific Tea Co., 67 Fed. Supplement 626 (1946).

5 Statement by the judge in summarizing the prohibitions contained in a consent order
in Regina v. Canada Safewny Limited, Alberta. Canada, October 5, 1973, as reported in the
“Antitrust Bulletin”, vol. XIX, No. 1, spring 1974, p. 61.

8 7hid., p. 63.

7 Ihid., n. 63.

& Consent orders involved Grand Union (1965 and 1968) : National Tea (1966) ; Winn
Dixie (1966) ; Consolidated Foods (1968) ; H. C. Bohack (1968). An Afidavit of Voluntary
Comnliance was entered with Lucky Stores in 1968,

® United States v. Von’s Grocery Co., 384 U.S. 270 (1966).
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In 1975, Lucky Stores requested premerger clearance of its propqsed acquisition
of Arden-Mayfair’s grocery stores in Seattle and Tacoma. This horizontal Ierger,
which involved sales of $40 million, increased Lucky's market share in both
markets. The FTC approved Lucky’s request and the merger was fzonsumma.ted.

In 1976, shortly after its 10-year consent decree restricting acquisitions expired,
Winn Dixie expanded into the southwest by acquiring Kimbell St011e§ _hea_d-
quartered in Texas. This market extension merger was the largest acquisition in
inn Dixie’s history.” Kimbell operated 135 food stores and a wholesale d1v‘15}on
serving 1,500 independents in the southeast. Its total sales exceeded $500 million
in 1975.2

Allied Supermarkets’ purchase in 1976 of Great Scott Supermarkets reportedly
tripled Allied’s share of the Detroit market—from 8 percent to over 20 percent,
making Allied the market leader.”® The top four chains held 50 percent of ?he
Detroit market in 1972. Allied, the gcquiring chain, reportedly had financial diffi-
culties prior to the merger. .

A&P purchased 62 National Tea Co. stores in Chicago in 1976. This merger
increased A&P's share in this market from about 4 percent to 11 percent, making
jt the second or third largest chain in the market.

In early 1976 two regional North Carolina chains-—Food Town and Lowe’s
Food Stores—announced their intention to merger. In 1975 Food Town had sales
of $130 million and Lowe's had sales of $76 million. The two chains were actual
competitors in several markets and potential competitors in others.

The only merger challenged during 1975-1976 was the Food Town-Lowe’s
merger, Following this challenge, the FTC won a temporary restraining order by
the Court of Appeals, after which the chains abandoned the merger.

The failure of the FFTC to challenge other mergers, especially the horizontal
merger involving Lucky and Mayfair and the market extension merger involving
Winn Dixie and Kimbell, evidently bas led some large chains to infer that the
FTC has abandoned the policy adopted in the 1960s. As Supermarket News put it,
the “FTC looked the other way when Winn-Dixie swallowed Kimbell, Inc.” B In
recent months, both Lucky Stores and Grand Union have announced that they in-
tend to resume making acquisitions.* Other chains apparently are unclear as to
the F'TC policy.

Based on our analysis of the impact of market extension mergers by large food
chains, we believe abandonment of the FTC’s past policy will result in further
centralization of food retailing in local and national markets. Prior to initiating
a strict policy toward market extension mergers in the mid-1960s, the top 20
chains acquired 55 chains with combined sales of $2.1 billion. These mergers were
largely responsible for these chains’ increased share of food store sales between
1948 and 1964. Our analysis strongly suggests that when a large food chain or
large nonfood firms makes a market extension merger an increase in concentra-
tion in the market involved can be expected. Thus, there is persuasive evidence
that competition in food retailing wiil be injured if the FTC abandons the policy
toward market extension mergers adopted in the 1960s. Additionally, our analysis
warrants extending this policy to acquisitions of food retailers by large, powerful
firms not engaged in food retailing.

Since the Supreme Court's 1965 decision in Von's® both antitrust agencies
have pursued a relatively striet line on horizontal mergers. However, during
1975-1976, they permitted three substantial horizontal mergers by large com-
panies (Lucky, Allied, and A&P). Each of these acquisitions was made by one of
the nation’s largest food chains and resulted in greater combined market shares

10 Sypermarket News, Yanuary 3. 1977, n. 16,

1 Supermarket News, May 19, 1978, p. 36.

::g:]germarket News, May 24,1976, p. 12.

id.

1 The president of Lucky was quoted as saying that the FTC’s failure to challenge recent
acquisitions “‘gives us the 1dea that the FTC will look more kindly on acquisitions.” Super-
market News. November 22, 1976, p. 1. He reportedly stated Lucky would accelerate acquisi-
tions shortly after its consent agreement expires in late 1977. Tbid.

16 Pederal Trade Commission Staff Report, ‘‘Structure and Competitive Behavior of Food
Retalling”. January 1966. pp. 164-167.

18 In addition to the FTC's Food Town-Lowe's case, the Department of Jnstice In 1974
challenged the acquisition by Albertson’s, Boise, Idaho, of Mountain States Wholesale Co.,
also of Boise. This case was recently settled with a consent decree requiring Albertson to
divest Mountain States and to refrain for five years from acquiring any grocery wholesalers
in Idaho or Eastern Oregon without prior approval.
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than those in the Vow's-Shopping Bag case.! In addition, four-firm concentration
was much higher in each of these cities than in Von's.®

Time permits examination of only one of these mergers in some detail, Lucky’s
acquisition of Arden-Mayfair in 1975. The failure to challenge this acquisition is
particularly significant because Lucky had previously signed an “Assurance of
Voluntary Compliance’” (AVC No. 895) in connection with another matter which
requires Lucky to secure Commission approval prior to acquiring food stores. By
bermitting the merger in 1975 the Commission gave explicit approval of a merger
of this type, thereby providing precedent for the large horizontal mergers made
by Allied and A&P in 1976.

The salient facts are these. With sales of $2.9 billion, Lucky was the fourth
largest food retailer in 1974, and with sales of $649 million Arden-Mayfair was
the 20th largest food retailer. Lucky and Arden-Mayfair each operated stores
with annual sales of about $33 million in the Seattle metropolitan area,® result-
ing in a combined share of about 10 percent.” The combined shares in the Tacoma
market appeared to be somewhat higher.?®

Based on its analysis of the probable competitive effects, the Commission staff
recommended that the proposed acquisition not be approved. But, according to
then FTC chairman, Louis A. Engman, “The Commission after careful considera-
tion, approved the acquisition, with Commissioner Hanford dissenting.” ® Eng-
man stated that important in the Commission’s decision was “the distinet possi-
bility that Lucky and Arden-Mayfair would leave the Seattle and Tacoma mar-
kets if the acquisition was not permitted.” Arden-Mayfair, whose Seattle-Tacoma
operation allegedly had suffered a loss in the first quarter of 1975, told the Com-
mission it was withdrawing from these markets, Lucky informed the Commission
it also would leave the market “because of below-normal profits unless it could
strengthen its operation by the proposed acquisition.” @ Engman stated that “de-
parture of Lucky and Arden-Mayfair would likely result in Safeway becoming
more entrenched. Therefore, although the acquisition would combine the opera-
tions of two competitors, disapproval of the proposal could have a very snbstan-
tial adverse effect on the state of competition in the relevant markets.” 2

The Commission’s justification for its action was questionable at best. The

well have improved Lucky’s profit and growth prospects, this is not sufficient
publie policy grounds for approving the merger. It is incorrect to infer that what
is good for Lucky is good for competition. Insofar as the merger improved Lucky’s
position vis-a-vis Safeway, it presumably also improved its position vis-a-vis small-
er retailers. Indeed, by permitting the merger the Commission may have fostered
the emergence of two dominant firms instead of one, as well as contributing to
an increase in four-firm concentration. Qur economic analysis indicates that under
these circumstances consumers in these markets are likely ‘to pay higher prices.

Many independent retailers in the Seattle and Tacoma market expressed fears
that FTC approval would result in adverse competitive effects. Mr. F. N. McCow-
an, Executive Director of the Washington State Food Dealers Association, which
represents about 1,000 retail grocers in the State of Washington, told the FTC
that after the merger: “the market would be controlled by three chains [Safeway,
Lucky, and Albertson’s].” *

IMr. Morrie Olson, owner of a number of small stores in Seattle urged the Com-
mission to “withhold” its approval because:

“The monopoly resulting from this transaction would intensify the growth and
dominance of these three chains in the Seattle area, as well as enabling them to

7In Von’s, the merging retailers had a combined market share of only 9 percent of the
Los Angeles market, In 1968 the FTC disapproved a proposed merger where the acquiring
company’s market share was 18 percent and the proposed acquired retailer operated three
supermarkets with about 1.5 percent of the market. Federal Trade Commission, advisory
Opinion Digest No. 344.

18Tn 1958 the top four firms had only 24.4 percent of the Los Angeles market.

* Letter from Lewis A. Engman. Chairman of the Federal Trade Commission to Congress-
man Edward Mezvinsky, December 30. 1975.

This is an estimate, Metro Markets estimates the shares of Lucky and Arden-Mayfair
as 6.1 percent and 4.7 percent, respectively.

22 Metro Markets estimates the respective shares as 12.8 percent and 2.8 percent.

2L Bngman, op. cit.

:;gig. E is add

id. Emphasis added.

2 Letter frgm F. N. McCowan to FTC, May 21, 1975. The B'TC requested public comment
on the proposed merger. Four grocery retailers, a food wholesaler, and the executive director
of a retail grocery association opposed the merger. (The retatlers operated from two to ten
stores each.) Two Mayfair stockholders wrote in favor of the merger.
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expagd this dominant control into the outlying communities of western ‘Washing-
ton”.

Mr. Richard C. Rhodes, owner-operator of three supermarkets observed the
irony that Lucky and Mayfair “‘got their start” in the market by acquiring suc-
cessful small businesses but were now asking to merge with one another rather
than giving small businessmen a chance to buy Mayfair's stores. He wrote:

“It is interesting that Lucky and Mayfair got their start in this market through
acquisition of successful small companies who couldn’t turn down the lucrative
offers made by these two chains.

“The independent retailers’ position is not being jeopardized because of his skill
or ability to compete price-wise or management-wise, but because of the lack of
opportunity for growth. If the opportunity to purchase the Mayfair stores were
presented to the independent grocers, I doubt that Mayfair would have difficulty
in disposing of their stores—providing the price was fair”.®

Since neither Lucky nor Mayfair were failing firms, they could not rely on the
failing company doctrine. And while Mayfair-Arden evidently was intent on leav-
ing this market. Lucky merely threatened to do so (unless the Commission per-
mitted the merger) because it was earning “below normal profits.”

In rejecting its staff view that the merger not be permitted, the Commission
traded off lower market concentration and the probable increased competitive
viability of several small chains (that would have purchased the Mayfair-
Arden stores) for increased four-firm concentration and the hope that increas-
ing Lucky’s market share would increase competition. This was a dubious
trade-off. It was based on the assumption that competition is more likely to
be enhanced by a merger leading to a market dominated by two or three chains
than a merger that would lessen concentration and strengthen the competitive
position of a number of small chains. We believe that not only did the Com-
missions’ decision have an adverse effect on the Seattle and Tacoma markets,
but that it set an unfortunate precedent for other mergers, specifically the
two large horizontal mergers permitted by the FTC in 1976 (Allied and A&P).

In sum, we believe the Commission should not abandon the merger policies
it pursued in the 1960s. With respect to horizontal mergers it should enforce
the law as strictly as enunciated by the Supreme Court in its Vow's decision.
With respect to market extension mergers, it should not abandon the policy
expressed in the National Tea decision® and FTC's 1967 food distribution guide-
lines, which state:

“ . . whereas mergers by retail firms with annual sales in excess of $500
million may contribute to further concentration of buying power, in addition
to any adverse effect that they may have at the retail selling level, it is unlikely
that the prohibition of mergers by such companies would have an adverse
effect on efficiency. Moreover, insofar as economies of scale require fairly large
scale operations, the goal of promoting efficiency might be better achieved by
channeling mergers away from the largest firms o those whose efficiency would
be enhanced by further growth.” *

Improving consumer information

The results of this study indicate that a firm’s prices in different metropolitan
areas are positively related to its market share and the level of market con-
centration. This suggests that price differences within markets persist, at least
in part, because consumers are unable to accurately evaluate the price levels
of competing sellers.”

The complexity of the retail grocery market requires consumers to possess
substantial amounts of information to evaluate alternative sellers. Individual
consumers can seldom afford the search time reguired to become adequately
informed when the average supermarket stocks 8,000 items, chamged prices
relatively often, and offers a variety of weekly specials to attract customers.

% Letter from Morrie Olson to FTC. May 15, 1975,

28 Letter from Richard C. Rhodes to FT'C, May 19, 1975,

27 I'T'C Opinion Docket No. 7453, National Tea Co., March 4, 1966.

=3 PTC, “Enforcement Policy with Respect to Mergers In the Food Distribution Indus-
tries.” January 3. 1967.

2 Since in a market economy. “sovereign” consumers are relied upon to direct the alloca-
tion of resources, either misinformed or uninformed consumers can lead to fanity market
-gignals. Consumers may be “sovereign’ in a technical sense (their decisions still determine
the allocation of resources among alternative uses) but are unable to knowledgeably exer-
«cise this power for their own best interest.
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A significant gap between the information needed and available to consumers:
is therefore likely.

Few empirical studies have examined the adequacy or influence of market
information. Two recent Canadian studies examined the effects of increased.
retail food price information ; their findings merit note.

A study in Ottawa-Hull in 1974 collected prices weekly on 63 food items in
26 supermarkets over a 28 week period.® Prices were collected but not pub--
lished for 17 weeks, after which they were collected and published in daily
newspapers for the following five weeks. Thereafter prices were monitored
for six weeks but not published.

The impact of this information program on the level and dispersion of
store prices in the market was substantial. Immediately prior to the pub-
lication of information, there was a 15 percent difference in the weighted
market basket price at the highest and lowest priced stores. An 8 percent
difference existed between the average prices of the highest and lowest priced
corporate or voluntary chains.

During the information publication period, price dispersion across stores
Iropped to 5 to 8 percent, suggesting that previous price differences did not
accurately reflect consumer valuation of the differences in the goods and services
offered. The differences in the average prices of different chains declined to
3 to 5 percent.

Average prices for the entire market declined by 7.0 percent during the
period when price information was published as high priced stores rapidly-
dropped prices to become competitive. During the six week post-information
period in which prices were monitored but not published, average prices in-
creased 8.8 percent. Because the study took place during a period of inflationary-
food prices, prices in other Canadian markets increased throughout the study
period. Thus, even with the post-information price increase of almost 9 percent,.
Ottawa-Hull prices remained low relative to other markets (fig. 1).

Pre-test and post-test surveys of Ottawa consumers indicated some significant
shifts in patronage away from higher to lower priced firms. The largest chains
in the market generally benefited from this shift; four-firm concentratiom
increased from 74 percent during the pretest to S1 percent during the posttest
period. Although the evidence suggests that the market became more com-
petitive during the publishing of price information, the resultant increase
in market concentration could lead to a deterioration in long-run competitive-
performance.

A post-test survey indicated consumers would be willing, on average, to-
pay 34 cents per week for the price comparison information. With approx-
imately 120,000 families in the Ottawa-Hull area, the perceived value of the
information was about $40,000 per week. The cost of the program, including-
consumer questionnaires, was approximately $875 per week.

Although the results of the Ottawa study were impressive, information
was published for too short a period to ascertain the long-run effects. The-
price reductions that occurred in Ottawa may have been a short-run response
that would not and perhaps could not be sustained over a longer time period.
In the long-run a price information program might also be used as an instrument
for the collusion of leading companies, particularly in highly concentrated
markets.

A follow-up study by the same researcher was conducted in Regina and Sas--
katoon during 1976. Prices were published weekly over a 6-month period. Pre--
liminary results indicate similar though less dramatic results than in Ottawa.
The dispersion of prices across stores and firms was reduced ; average prices
in both markets also declined. When prices in Regina and Saskatoon were-
compared to prices in other Canadian cities prior to and during the informa--
tion period, the information program was estimated to have led to a 1 to 2 per-
cent decline in prices over the 6-month period. Although the reduction in prices
that oceurred at the outset of the information program was less than in Ottawa,

.a substantial portion of this price decrease was maintained throughout the-
6-month publication period. Both markets are highly concentrated. However,
there was no noticeable change in concentration as a result of the information
program.

2 D. Grant Devine. “An Examination of the Fffectr of Publishing Comnarative Price-
Information on Price Disnersion and Consumer Satisfaction”, unpublished PhD dissertation,
Ohio State University, 1976.
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FiGure 1.—Monthly Consumer Price Indexes for food consumed at home for
Ottawa, Winnipeg, and all Canada, May 1974 to May 1975.
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No comparable studies have been conducted in the United States. In a few cases,
consumer organizations or newspapers have published comparative prices on a
sample of items. The accuracy, duration and effects of these efforts has not been
assessed, to our knowledge.

The effects of comparative price information programs on market concentration
is an important long-run concern. The results of the present study indicate that
a firm’s prices are positively related to their position in the market. In markets
where this is true, (e.g., city b in report), comparative price information would
be expected to cause some shift in patronage to the lower market share and lower
priced firms (thereby reducing concentration) and/or a rapid realignment of
prices in the market. In the long run, shifts in consumer patronage would depend
upon the cost levels of competing sellers (and hence their ability to compete on
a price basis), and the importance to consumers of differences in the non-price
offers of competing firms. Although large chains appear to enjoy some cost ad-
vantages, independent supermarkets and small chains may have lower wage rates
and superior store level operations.

The ability of large chaing to subsidize across markets could result in their
using comparative price information programs to restructure markets. This makes
it particularly important to develop price monitoring programs in a number of
metropolitan areas, (whether or not the information is published in all cases)
so that cross-subsidizing behavior can be detected.

An important long run salutatory effect of a comparative price information
program is the erosion of entry barriers. The advertising advantages of large
established firms would be substantially reduced by a credible and readily avail-
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able source of price information. Established firms would find themselves in less
secure positions, and would be expected to reduce prices to a level that discour-
ages new entrants. Thus, whether entry is actually increased or not, the redue-
tion in entry barriers would be expected to have beneficial results.

The potential impact of increased information on consumer and seller behavior
is sufficient to warrant additional exploration and analysis by government agen-
cies. The Bureau of Labor Statistics, Department of Agriculture, or the Federal
Trade Commission are likely the most logical federal agencies to explore the
feasibility of such a program. Appropriate state agencies might also be encour-
aged to support such programs. A variety of publication procedures should be
tested, including continuous publishing every week, periodic publishing for 4 to 6
weeks but with continuous price monitoring, and continuous price monitoring
with once a month publishing of the previous four weeks of data. The number of
metropolitan areas involved in the program should gradually be expanded to
allow analysis of the impact of comparative price information in different market
environments. If data were available for 30 to 50 markets with a variety of
structural characteristics, efforts to collude in any particular market would be
quickly detectable. Such a body of data would also allow periodic analyses of
the factors affecting both price levels and price changes in different markets.

The cost of such an effort would be reasonable considering the potential bene-
fits. The Canadian studies cited earlier employed professional price takers at $15/
store/week for a market basket of 85 items. Using this rate, if 20 stores were price
checked in 30 markets every week of the year, the total amount collection cost
would be approximately $450,000. If BLS were to collect the data, the compli-
mentary with its present price collection efforts should result in an incremental
cost that is lower than this estimate. The costs of analyzing and publishing the
data must also be considered but are not likely to exceed the cost of price
collection. '

Some may argue that such comparison price information programs constitute
public invasion of business privacy. However, we believe public comparison uf
privately displayed prices is a legitimate function of the public sector, not unlike
the many market news programs for farm products sponsored by U.8.D.A. and
many states. Since informed consumers are a gine qua non of a viable market sys-
tem, programs to improve consumer information should be an essential part of an
overall pro-competition policy.

Consumer cooperatives

Consumer cooperatives play a small role in food retailing in the U.S. compared
to some other nations. For example, consumer cooperatives make only about 0.5
percent of U.S. grocery store sales compared to about 17 percent in Great Britain
and 27 percent in Sweden.® They also are very important in some Canadian cities.

Although various factors may explain the historically low profile of consumer
cooperatives in the United States, perhaps one reason is that food retailing here
‘has generally been more competitive than in other nations. In any event, given
the increasing concentration in food retailing and the resulting noncompetitive
prices and profits, consumer cooperatives should be included among the alterna-
tive public policy options dealing with excessive market power in food retailing.

One of the few empirical studies of the subject found that a chain’s prices were
generally lower in markets where it competed with a consumer cooperative
than in comparable markets without a cooperative. The average price difference
for the 27 paired markets studied was approximately 1 percent and was statisti-
cally significant.®® Although the price difference was modest, the results support
the hypothesis that consumer cooperatives are a beneficial influence on compe-
tition.

Many consumer cooperatives apparently had little or no impact on competition.
Some, however, did result in sizeable savings to their customers—in the order of
3 percent to 6 percent. This suggests that consumers can nnly expect to realize
meaningful savings if cooperatives are well run and of sufficient size to achieve
all or most economies of scale.

31 T.ovs I, Mather. “Consumer Cooperatives in the Grocery Retailing Industry”. Ph.D.
dissertation : University of Wisconsin, 1968.
32 Mather, op. ¢it., p. 93-130.
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The potential benefits of successful consumer cooperatives is illustrated by the
Calgary Cooperative Association, reportedly the largest consumer cooperative in
North America.® Organized in 1958, this Canadian cooperative’s 114,000 members
included two-thirds of the population of Calgary by 1976.* It had total sales of
$92.5 million in 1976, $67 million of which came from its eight supermarkets.

Not only were its supermarket gross margins below 17 percent, but it paid its
members a patronage rebate of 8.2 percent of sales. Its effective gross margin of
less than 14 percent was well below the average gross margins of large chains
in the United States,

The Calgary Cooperative example is especially relevant because of the com-
petitive environment in which it operates. The top four chains in the market
(including the cooperative) had over 80 percent of sales in 1976, Although Safe-
way is the market leader with nearly 50 percent of sales, by 1976 Calgary Co-
operative had expanded its share to approximately 30 percent,

Our analysis shows that a dominant chain in a comparably concentrated U.S.
market would enjoy prices about 9 percent above a more competitively structured
market where the top four firms each had 10 percent of sales. This suggests the
Imagnitude of savings consumers could realize from efficient consumer coopera-
tives in highly concentrated markets.

We are unable to propose a program for creating efficient consumer coopera-
tives in the United States, where to date they generally have had lackluster
records. Two of our other recommendations—lowering entry barriers and im-
proved consumer information—would improve the environment for the develop-
ment of cooperatives. But additional steps are needed. Consumer organizations
should give high priority to aiding the development of consumer cooperatives,
especially in highly concentrated markets where the stakes are high.

Industrial restructuring

The various options mentioned above may not be sufficient to erode concentra-
tion or eliminate its adverse effects in markets that have become highly concen-
trated, especially where one or two firms dominate a market. In these cases, which
fortunately are still relatively few, more direct action may be required to reduce
market power or its effects.

One alternative is to permit such power to exist but to control its use through
government regulation. We reject this as an unrealistic alternative. Setting “ap-
propriate” prices in food retailing would be a regulatory nightmare.®

A second alternative is industrial restructuring. This requires a case-by-case
approach. In excessively concentrated markets, however defined, there are two
main options.

The most drastic approach requires leading firms to divest part of their busi-
ness in a particular market. The other restructuring approach places restraints on
the growth of the dominant chain (or chains) in a market until such time as its
(or their) market share is reduced to some target level.

The Canadan consent decree mentoned earlier limited Safeway’s expansion for
three and one-half years in the cities of Calgary and Edmonton. The decree pro-
vided that Safetway “will not significantly increase the total square footage occu-
pied by its stores and will be restricted to opening only one (1) new store in each
of the two cities.” ®

Many public policy officials and courts are reluctant to restore competition
through industrial restructuring. This often reflects a fear that such actions will
drastically disrupt business affairs, eliminate jobs, injure stockholders, and per-
haps even injure consumers.

While not unmindful that difficult problems may arise in the course of publicly
ordered restructuring, in our judgment such fears are greatly exaggerated. Ex-

= Coop Consumer, February 1977, p. 3.

% Ibid. and Calgary Cooperative Assoclation, 20th Annual Report.

3 The price controls in effect during 1971-74 did not deal with the monopoly problem in
food retailing or in other tndustries. They limited price increases of all retailers. whether
in competitive or highly concentrated markets. As shown in our report, profits of food retail-
ers were positively assoclated with the level of concentration and firm dominance during the
price control years as well as hefore.

3 Consent Order in Regina v. Canada Safeway Limited, op. cit., p. 62.
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perience has shown that businessmen are adept at adjusting to changing cir-
cumstance. Certainly they are very adept at restructuring actions that result in
high concentration. Such actions likely inflict greater costs on injured competitors
and consumers than they themselves would experience if forced to divest them-
selves of some properties or limit for a time their expansion.

The public policy issue is clear: Where =2xcessive market power cannot be
adequately redressed by other means, are we sufficiently concerned about the
costs to consumers and competitors to take the steps necessary to reduce such
power?

TABLE 1.—ESTIMATED INDEX OF GROCERY PRICES AND PRETAX PROFIT-TO-SALES RATiOS ASSOCIATED WiTH
YARIOUS LEVELS OF MARKET CONCENTRATION AND RELATIVE FIRM MARKET SHARE

4-firm concentration ratio (CR 1)
40 50 60 70

Profits Profits Profits Profits
Index of as Index of as  Index of as Index of as
grocery  percent grocery  percent  grocery  percent  grocery percent
prices1 of sales? prices  of sales prices  of sales prices of sales

Relative firm markets share
(RFMS):

100.0 0.37 101.0 0.99 103.0 1.22 105.3 1.28
100.8 1.15 101. 8 L77 103.7 2.00 106. 1 2.06
102.4 1.93 103.4 2.55 . 2.78 107.7 2.84
103.6 2.7 104.5 3.33 106.5 3.56 108.9 3.62

1 The estimated grocery basket cost for each combination of RFMS and CR, was calculated using equation 1gs table
3.3 and holding other independent variables at their respective means. The index was constructed by setting-the grocery
basket computed for RFMS =10, CR,=40 equals to 100, Lo . .

2 Profits as a percent of sales were estimated for each combination of RFMS and CR, using equation 1d, table 2.7 in-
troducing all other variables except AP! at their means; the binary variable APl was introduced with a value of 1. Equa-
tion 1d was developed using the average division profitlevels for the 3 years 1970, 1971, and 1974. The grocery price models
were based upon 1974 prices.

TABLE 2.—MARKET SHARE OF THE 20 LARGEST GROCERY CHAINS, CENSUS YEARS, 1948-751

[In percent)

Share of grocery store sales in—

Rank of chains 1948 1954 1958 1963 1967 1972 1975
A &P eeeaaes 10.7 11.3 11.1 9.4 8.3 6.6 4.9
Isttodth. Lol 20.1 20.9 2.7 20.0 19.0 18.1 17.9
SthtoBth ... ... 3.6 4.5 5.8 6.6 6.7 7.1 7.6
Istto8th . ............. 23.7 25.4 21.5 26.6 25.7 25.2 25.5
9th to 20th 3.2 4.5 6.6 7.4 8.7 11.9 11.5
1stto 20th. . eeae. 26.9 29.9 341 34.0 34.4 37.1 37.0

Top 20 excluding A. & P__....... 16.2 18.7 23.0 24.6 26.1 30.5 32.1

National Tea and Loblaw were treated as a single entity and their sales were combined accordingly. This adjustment
placed National Tea-Loblaw 4th among the largest grocery chains in both 1963 and 1967 and 9th among the chains in 1972,

Source: 1948-63 estimates based upon U.S. Census as reported in National Commission on Food Marketing, ‘‘Organiza-
tion & Competition in Food Retailing,” June 1966. Estimates for 1967 are based upon the Federal Trade Commission, 1969
Food Retailing Survey and 1967 Census of Business, Retail Trade. Estimates for 1972 are based on data suppiied by leading
retail food chains and the 1972 Census of Business, ‘‘Retail Trade, Establishment and Firm Size,”” RC72-S-1, September
1975 and the 1972 Census of Business, ‘‘Retail Trade, Merchandise Line Sales,” RC72-L. September 1975. Estimates for
1975 from ‘‘Weekly Digest,'’ American Institute of Food Distribution, vol. 83, No. 27, July 3, 1976.
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TABLE 3.—SHARE OF GENERAL-LINE WHOLESALE GROCERY SALES, BY TYPE OF ORGANIZATION, CENSUS YEARS
1948-72

{In percent]

Share of sales in—

Type of business 1948 1954 1958 1963 1967 1972
Affiliated:
Voluntary groups:
4largest __________________ 2.2 5.2 7.4 9.7 11.2 14.9
8 largest__ - 3.8 9.2 11.8 13.6 [O) 21.2
All voluntaries. ............. ® (O] 38.5 45.7 47.4 229.9
Cooperative groups:
Alargest. . ... ... 3.2 5.2 7.9 8.5 10.0 8.3
8largest____ - 4.2 7.3 10.6 12.4 (O] 12.2
. All cooperatives - (O] " 25.4 24.4 26.4 32,2
Nonaffiliated_.______________________ ) 0] 36.1 29.5 26.2 232.9
Total. oo e (O] (O] 100.0 100.0 100.0 100.0

1 Not available,

2 Although these figures appear to bein error, staff members in charge of the ‘‘Census of Wholesale Trade’’ were unable
to either find an error or explain the drastic changes in 1972. *‘Progressive Grocer'’ reports that wholesale grocery sales
in 1974 were distributed as follows: 49 percent to voluntary wholesales, 29 percent to cooperative wholesales and 22
percent to unaffiliated wholesalers. ‘‘Progressive Grocer,’* **42d Annual Report of the Grocery industry,’" April 1975,

_ Source: Data for 1948, 1958, and 1963 are from National Commission on Food Marketing, Organization and Competition
in Food Retailing, technical study no. 7, appendix table 17. Data for 1967 were estimated from issues of monthly ‘‘Wholesale
Trade.'" Data for 1972 are from Bureau of Census, ‘‘Census of Business 1972, Wholesale Trade."

TABLE 4.—AVERAGE 4-FIRM CONCENTRATION FOR 194 SMSA'S CLASSIFIED BY 1954 4-FIRM CONCENTRATION
LEVEL, 1954-72

Number 4-firm concentration Average1972
Market size and level of 4-firm concentration of market sales
levelin 1954 SMSA’s 1954 1958 1963 1967 1972 (thousands)!

SMSA’s over 500,000:2
CRylessthan40. .. ... ... ... ... 17 353 39.7 40.8 41.5 46.4 $803, 505

40.0t049.9___ . 21 45,4 49.2 49.4 47.5 49.2 568, 975
50.0t059.9__ . 18 53.5 556 541 542 530 725, 802
60.0andover ... ..o oo 2 69.7 687 6.9 6.3 75.0 524,411

Number and average _ ... .. _____ 58 45.8 49.1 43.0 48.5 50.4 684, 850

SMSA's under 500,000:2

CRylessthand0. .. . .. .. ...... 44 348 41.8 42.6 45.6 46.8 113, 654
4000499 . ..o 54 452 49.0 5.0 52.7 54.1 107, 092
50.0t059.9__ . 30 540 657.1 657.4 561 57.1 107, 916
60.0and over. ... .ocoicoiiiioiiiaon 8 64.0 639 624 60.3 617 111,216

Number and average_ .. .. ....____..... 136 4.9  49.3 50.4 51.6 52.9 109, 639

Average all SMSA's__ L aal.. 45.2  49.2 50.0 S50.7 52.1 281,610

1 Grocery store sales for establishments with payroll.
2 Population in 1970.

Source: 1954 and 1958 Census of Business, Retail Trade, vol. 1, summary statistics; 1963 Census of Business, Retail
Trade, United States, BC 63-RA1; 1967, a speciat tabulation by the Bureau of Census for the Federal Trade Commission;
1972, a special tabulation by the Bureau of Census for the Federal Trade Commission and the U.S. Department of Agri-
culture, Appendix F shows data for individual SMSA's.

96-514—77
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TABLE 5.—ACQUISITIONS OF FOOD RETAILERS, 1949-75

[Doliar amounts in millions]

By all acquirers By 20 leading food chains 1 By 10 leading food chains 1
Percent Percent
Number Number of total Number of total
_ofac-  Sales of of ac-  Sales of acquired of ac-  Salesof  acquired
Year quisitions acquired questions acquired sales quisitions acquired sales
5 $66 1 $47 71 1 347 71
] 4 2 3 75 1 1 25
12 28 6 25 89 5 19 68
10 n 5 55 77 4 53 75
13 88 4 7 88 2 61 69
24 76 7 37 50 4 31 41
55 559 23 465 83 15 267 48
69 450 32 310 69 20 141 31
52 319 20 194 61 14 170 53
74 517 41 361 70 27 261 80
63 319 34 136 43 14 24 8
a4 307 25 201 65 10 36 12
50 518 30 407 79 16 292 56
53 306 24 179 58 14 157 51
51 568 27 463 82 16 416 73
41 312 16 188 60 153 49
28 558 5 61 11 3 35
40 539 6 110 20 3 73 14
33 1,350 3 21 2 0 0 0
51 1,155 12 3314 4(12)27 6 3199 )17
45 715 14 41 8 6 " 13 3
36 683 9 74 11 5 - 22 3
27 435 2 28 6 2 28 6
59 51,069 6 242 20 1 3 ®)
27 5206 13 529 14 3 11 5
18 51,591 4 30 2 3 14 1
29 255 5 99 39 3 .84 35
1,014 12,879 376 4,197 32 206 2,611 20

1 For 1949-66, data are for largest chains of 1963, Subsequent data are for the largest chains of 1975,

2 The FTC merger notification program did not require reports from food distributors until June of 1976.

3 Includes Lucky’s acquisition of Eagle Stores, with estimated sales of $175,000,000. See text,

4 Percent excluding Lucky’s acquisition of Eagle Stores, which was approved by the FTC. See text,

5 Sales data not available for 1 firm in this category.

% Less than 1 percent. i o i

7 Data for 1975 are not complete since premerger notification data were available only for the 1st months of 1975,

Source: Data from 1949-66 are from Bureau of Econemics, Federal Trade Commission as reported in Willard F. Mueller,
“The Celler-Kefauver Act: Sixteen Years of Enforcement.”” Report to the Antitrust Sub ittee of the Committee on
the Judiciary, House of Representatives, Oct. 16, 1967. Data for 1967-75 from FTC merger notification reports supplied
to the Joint Economic Committee, and from secondary sources. FTC data reported 185 retail acquisitions with combined
sales of $4,455,000,000, Secondary sources reported 142 retail acquisitions with combined sales of $2,954,000,000. Of
this latter total, 8 acquisitions had combined sales of $1,265,000.000, These large acquisitions involved the acquisition
of large food retailers by large firms not involved in food retailing. The FTC notification program did not require
reporting these mergers.

TABLE 6.—FOOD RETAILER AND WHOLESALER ACQUISITIONS, BY TYPE OF ACQUIRING FIRM, 1967-75

[Dollar amounts in millions]

Acquired grocery retailers by type of acquisition .
Acquired food

Total Horizontal Market extension wholesalers
Nature of acquiring firm Number Sales  Number Sales  Number Sales Number Sales
Food retailers:
29 $372 17 $104 12 $268 L .
68 876 43 1316 28 560 1 $45
162 2,477 105 11,206 67 1,271 13 105
83 808 71 530 17 218 25 996
12 3,008 e e
Total e 2325 7,269 219 2,052 112 2,109 39 1,146

1 Sales data not available for 1 firm in this category. . i
2 Number of mergers in various categories do not add to total because some mergers involved 2 categories.

Source: Federal Trade Commission merger notification reports submitted to Joint Economic Committee, and secondary
sources. FTC data reported 211 acquisitions of grocery retailers and wholesalers with combined sales of $5,494,000,000;
secondary sources reported an additional 155 acquisitions with combined sales of $3,601,000,000. Of the latter total, 8
acquisitions had combined sales of $1,256,000,000. These large acquisitions involved the merger of large food retailers
and large firms not involved in food retailing. The FTC merger notification program did not require reporting these mergers.



TABLE 7.—COMPETITIVE INTERFACE BETWEEN 17 LARGE GROCERY CHAINS, 1966 AND 19741

Com-

petitive

inter-
face Percent Num- Num- Net Percent
Al- . Super-  Sto (1966 change ber of ber of change change
A& bert- First Food ~ Grand Nat'l Safe- mkt. £Winn- and  (1966- SMSA's SMSA's (1966- (1966-
P. Acme son’s Allied Nat'l Fisher Fair Giant Union Jewel Kroger Lucky Tea way Gen'l Shop Dixie 1974) 74) 1966 1974 74) 74)
P BoOBB OB IHLB $HDBHGHHM W om s
ACMO. - oo 35) l?) @) (é (g) (}3) (%) (}i% (8; ((g 8 gi (l;) (g) (3) (8) ({33) +34.3 3 A8 4222
Albertson's....... (%) }? ( ((3; (g) ((3) ((1)) (8) (g; (}) (:; g; Ea) (%{) :g) (8) (8) ( gg) +4220.0 1 29 18 -+163.6
Alled..._-...-..- ({2 (g; (8 ) (8: (Z); (g) (8) (t3)) (g) (?g) (3) (g) 19) (3) ig) §;) 12? +25.5 2 % 432 4133
First National____ ég) (g (g) g (g (Zz (8) %% (z (8) (g) (g (3: (g) (ﬁ)) (g) (gg) —3.7 24 21 —3 —125
Fisher. ... (g) (8) ((3,) 2(7)) 8 ) (8)) (8) ((8; ((11; 8) (3) ((2); ig (8) (g) ES) (43) +475.0 3 1A 2T
Food Falf-w------ (39; 53) (tl)) (3; <:§) Q® dd b D » i é; }3: (3; 13) dip et ¥ 0 s A
el 3 TR IR IR S NGNS 0 G G O O S O S SRR
Grand Union._._. 21;) i:il) 28) (g) ({i) (8) (g) (}) d) ((11) ((l)) (g) ({) (i E;) (g) <!7)g) +425.3 22 26 44  418.2
Jowel-.-.---.. (u) ((8) (1) (2) (Z) (0; (g) (3) Y D O B O (o; (5: :o) (3§) +50.0 1 247 4538
et TR KRR SIS I O S O O ORI
Lucky.omeoumunns (!7)) 13) 111;) 3) (8) o (0) (3) (3) a & ) @ (g) (8: :g)+ ((g) :7;;) +133.3 16 25 +9 456.3
Nt Tea™....... %g) 28) :o) (z) (8) (2) (2) (8) (g) (3) @ (Z) (2) 1) (3) (%) (%) —Lyowo B -5 -2
et S0 R N S0 SP 0 S0 U0 O O SFURL OB OF I ST B
Supermkt. Gen'la. (1g) (g) (8) :8) :g (g) }g) (8) (gz (g) (g) (g) (g) (g) Eg) (3) gg) +493.9 8 16 48 +100.0
S1oP & Shop-... %3) ((5)) :3) (8) (%(7): (3) & (8) PSR G S S D M @ gy ot BB
Winn-Dixie__.... (37) (0) o> 17) 0 o) 14 0) 0 0 0 2 0 0 (2%) +40.3 34 38 44 4118

17 0
GH O O @ O® ©® @& O©O (© ® A © @ (O (O (0

1 Based on 199 SMSA's, Note.—1866 markets in parentheses.
2 Sopermariets reludes E,‘Llﬂf:"eﬁ‘%'ﬁigﬁ'éﬁfg,ﬂgﬁ.,lfg Siior to 1969, Source: Metro Market Studies 1967 and 1975. Supermarket News 1968-69 and 1975,

1€
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TABLE 8,—-AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 FIRMS IN CITYB,
OCTOBER 19741

1974 market Grocery Market Meal Market and

Company share 2 basket basket 3 basket meat basket
31.8 102.4 102.2 103.4 102.5

30.5 102.3 102.0 100.0 101.§

6.8 100.0 100.2 100.5 100.3

6.4 99.7 99.3 102.8 100.2

1.4 95.5 96.3 93.3 95.5

1See ap? B, Indices were derived by expressing the estimated market basket costs as a percent of the mean values.

2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of ‘‘Grocery Distri-
bution Guide.”” Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro market. See app. B.

3 This market basket contained frozen food, dalry, and grocery products.

TABLE 9.—AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 CHAINS IN
CITY G, OCTOBER 19741

1974 Grocery Market Meat Market and

Company market share 2 basket basket3 basket  meat basket
15.8 99.6 99.6 99.7 99.7

14.1 98.9 98.7 96:1 98.2

10.9 101. 4 101.3 102.5 101.7

6.9 100.9 100.5 101.1 100.7

2.4 99.1 99.3 100.3 99.6

1 See app. B. Indexes were derived by expressing the estimated market basket costs as a percent of the mean value.

2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of ‘‘Grocery Dis-
tribution Guide,”” Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concenltration ratio, hard data, and metro market. See app. B.

3 Included grocery, dairy, frozen food, and health and beauty aid products for all firms except firm S, in which case
health and beauty aid products were not included.

THE UNIVERSITY OF WISCONSIN,
ScHOOL oOF ECONOMICS,
Madison, Wis., July 16, 1977.
Representative GiLris W. LoxNg, '
House of Representatives,
Congress of the United States,
Washington, D.C.

DEeEAR MRr. LoNG: I suspect you have seen the enclosed article on food prices
appearing in the June 30th issue of the Washington Post. It compares chain
grocery store prices in 19 cities.

You will recall that at the hearings on our Report the industry witnesses criti-
cized our price data because they excluded meat and produce products and were
based on a single month, October 1974, The critics asserted that for these reasons
our sample prices for cities were not representative of actual prices. We agreed
that there might well be errors in our sample, but that the effect of any such
errors was to weaken the statistical relationship we observed.
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You may therefore be interested in how our prices compared with those appear-
ing in the Washington Post story. The Post sample consisted of any 35 items, in-
cluding eight meat items and seven produce items. Unfortunately, only five of our
cities overlapped those in the Post story. It is interesting, however, that the rela-
tive prices in these five cities were remarkably similar in the two samples, with
one exception. Below I have listed the five cities and expressed the estimated
prices in each as a percent of the estimated prices in Phoenix, the lowest price
city in both samples.

[!n percent]

J.EC.  Washington

. October Post
City 1974 June 1977 Difference
100.0 100.0 - o
107.4 107.3 1

108.8 107.9
105.5 109.3 3.8
116.4 116.8 4

Of the five cities included in both studies, Washington and Phoenix had the
highest and lowest prices in both samples, differing by about 169 in each year.
The relative prices for Dallas and St. Louis also were very close in the two
samples, differing by less than 1 percent.

The only noncomparable city is Denver, where prices were 3.8% higher (rela-
tive to Phoenix) in June 1977 than in October 1974. This is a very interesting
difference because it bears out the point we made that any errors in our data
resulting because prices were ‘temporarily out of line during October 1974 would
weaken our relationship. As it happens, the Denver price was a very bad obser-
vation in our study. Based on the high level of concentration and the relative
dominance of the leading firms in Denver, our statistical analysis predicted
bigher prices in Denver than actually existed in October 1974. Thus, the Wash-
ington Post price estimate for Denver in June 1977 was much more in line with
expected prices than our estimated prices in October 1974. Had we used a price
for Denver comparable to that found in June 1977, our statistical findings would
have been even stronger than we reported.

Although the number of comparable cities in the two studies are quite limited,
and the sampling procedures different, I think this is another piece of evidence
supporting the basic validity of our study.

We have received many inquiries about the study. Independent economists who
have examined it carefully have commented favorably on it. I have received
copies of several letters that leading scholars in the field have written to Mr.
Bolling and you. I hope that written comments, whether favorable or unfavorable,
could be included with the printed public record of the hearing. I think this would
be particularly appropriate in this case because no independent economists
testified at the hearing, whereas the industry hired several academic economists
to comment on the study. Although one of these—Mr. Padberg—did not even
appear at the hearing, his statement was placed in the record.

Sincerely,
WiLLARD F. MUELLER,
Professor of Rescarch.
Enclosure.
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[From the Washington Post, June 30, 1977]

Foop Prices: WasEHINGTON TOPS THE List
(By William Rice)

A national market basket survey conducted early this month placed Washing-
ton supermarket food prices at the top of 17 cities in the continental United
States. P;lces were higher only in Anchorage, Alaska, and Honolulu, Hawaii.

The price of the 34-item market basket in Washington was $34.93. This was
9.2 percent over the national average and 7.8 percent higher than the price
©f the same items one Year ago.

Food editors in each city shopped in three chain stores on June 2. The lowest
Price they found for an item in each category was used to compile their market-
basket. Editors in five Canadian cities conducted a simultaneous survey. The cost
of the market basket was higher than Washington’s in every Canadian city.

Washington led the American survey with its price for canned tuna fish (17
cents above the average )and was highest in the continental United States for
instant coffee (a whopping 91 cents above the average), evaporated milk, canned
Deaches and canned pineapple. The sugar price, $1.15 for five pounds of granulated
white, was equalled only in Portland, Ore., and Denver, Colo.

Anchorage, participating in the survey for the first time, was not factored into
the averages. Market baskets were not compiled in two cities that participated
last year, Philadelphia and Detroit.

On a national basis, the market basket reflected the effect of the cold winter
on fruit and vegetable supplies and improved supplies of meat and poultry.
Prices were down from 1976 for eggs, flour, sugar, beans, rice, rump roast, ground
beef, pork chops, wieners and chicken. The items that had increased most sharply
in price were: instant coffee (up 52.9 percent), mayonnaise (up 20 percent), ice
cream (up 20.2 percent), frozen orange juice (up 20 percent), frozen broccoli
(up 23.6 percent), carrots (up 47.3 percent) cabbage (up 23 percent), lettuce
(up 26.5 percent) and oranges (up 16.7 percent).

Washington was below the average for eight items: cheese, bread, cereal,
beans, ham, cabbage, bananas and tomatoes. The ham price, 69 cents for one
pound of smoked butt end, was the lowest in the survey, 35 cents less than the
average.

On the other hand, District prices were significantly above the average for 10
items in addition to tuna fish and coffee. Among them: mayonnaise (39 cents
above the average), rump roast, pork chops and wieners (all more than 20 cents
above the average), and oranges (20 cents above).

Last year orange and orange juice prices here, as well as ham, were well below
the average.

Boston, another city in the “Northeast Corridor,” where operating costs for
supermarkets are traditionally high, had a market basket valued at $34.04, trail-
ing Washington by 89 cents. But New York City, with a $32.85 market basket, was
well down the list.

Industry experts cite numerous factors that result in the high price of food
here, including labor costs, distance from centers of production of meat, fruits
and vegetables, local demand for high quality and service. They also point out
deficits in this and other market baskets. The 34 items are only a minute sampling
of the 10,000 or more items stocked by large supermarkets. The survey is done
only on a single day, is subject to error and is not weighted. (For example, a
10-ounce jar of instant coffee will last a family some time; one pound of steak
will disappear during a single meal.)

Paul Forbes, assistant to the president of Giant Food. said the consumer should
realize supermarket pricing is not similar to automobile pricing. “There is not
a fixed wholesale and a fixed markup,” he said. “It all depends on the ever-
changing merchandise mix and you can determine that only by looking at the
total market basket.”

But the food editors’ market basket is a snapshot of food prices and Wash-
ington has consistently been near the top. Other studies, more thorough and more
extensive, tend to support this finding.
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One charge raised consistently by consumerists is that food prices are high
in Washington because it is a concentrated market, with more than 60 percent
of sales divided between only two chains, Safeway and Giant. The chains refute
this, contending there is considerable competition.

According to Bruce Marion, a University of Wisconsin professor who helped
prepare a study on prices and profits in the supermarket industry for the Joint
Economic Committee of the Congress, “there is pretty strong evidence” that lack
of competition “tends to lead to high prices.

“When a market is dominated by two chains, as is the case in Washington,
two things happen. The firms tend to shy away from head-on price competition
and move toward non-price competitive factors (such as advertising and games)
and prices go up enough to result in increased profits.”

Marion discounted transportation and rent or building costs as not significant
enough to explain price differences in a market such as Washington. Labor, he
said, is a “real biggie,” but Washington labor costs are not the industry’s highest,
he said. He cited “softer competition” as a potential cause of looser cost controls
and internal inefficiency.”

The Joint Economic Committee study said of City B, since identified as Wash-
ington : “little, if any, price competition existed between these two (dominant)
firms.” The result, the study concluded, was that consumers here paid an
additional 6.9 percent for groceries in 1974.

Even if the market basket is small, the survey findings have been consistent.
But for explanations, the industry and its critics will have to look elsewhere.



A NATIONAL MARKET BASKET SURVEY PLACES WASHINGTON'S FOOD COSTS AT THE TOP OF 17 CITIES IN THE CONTINENTAL UNITED STATES—

ONLY HONOLULU AND ANCHORAGE, SHOWN SEPARATELY BECAUSE IT WAS NOT SURVEYED LAST YEAR, WERE HIGHER
{Shopping date: June 2, 1977)

1976 1977 Percentage San San Des . :
item average average  difference Diego Tampa  Francisco Moines Phoenix  Milwaukee Atlanta Dallas
Milk, homogenized, 35 gal...__. ... _________.___. $0.78 $0.81 +3.8 $0.64 $0. 88 $0.69 $0.81 $0.71 $0.80 $0.97 $0.85
Eggs, 1 doz grade A, large_ . _____ .70 .62 —11.4 .63 .48 1,73 1,59 .6 .63 .58 .53
Cheese, 10 ozs, sharp, Cracker Barrel. ___.__ 1.36 1.42 —4.4 1.39 1.29 1.43 1.39 1.47 1.45 1.44 21,43
Margarine, 1 1b, 4 sticks, Blue Bonnet or Parkay .47 .55 +17.0 .49 .62 .44 .49 .58 .50 .44 .55
Bread, white, sliced, 24-oz loaf______________. .46 .50 +8.7 .25 4.38 .49 .63 .43 .45 .45 .53
Flour, 5 b, all-purpose, Gold Medaf or Pillsbury. .83 .78 —6.0 .63 .68 .67 .57 .67 .79 .79 .85
Special K, 11 oz package__....__....____. .78 .88 +12.8 .80 .85 3.93 .83 .80 .81 .89 .86
Sugar, 5 |b, white granulated ____ ______ 7’ 1.12 .92 —17.9 .96 .87 110 .99 .93 1.13 3,58 .99
Instant coffee, 10 oz, Nescafe or Maxwell House. . 2.80 4.28 +52.9 33.39 3.39 3.69 3.49 3.69 4.32 3.78 4.19
Great Northern beans, dry, 11b___________. .43 .36 ~16.3 .32 1,36 .35 .31 .32 .37 .3 .29
Rice, 2 Ib, Uncle Ben's converted_._ ... 1.09 1.04 —4.6 .99 .95 1.05 .99 1.05 .99 1.04 .99
Mayonnaise, 1 qt, Best Foods, Hellman’s, or Kraft__... 1.10 1.32 -+4+20.0 .98 1.18 1.27 1.19 .95 L9 1.29 1.47
Peanut butter, 18 oz jar, smooth, Jif, Peter Pan, Plan-
ters or Skippy. . - .94 .95 +1.0 .89 1.02 .99 89 1.02 .79 .19 .99
Tuna, 634-0z can, light chunk meat in oil, Chicken of
the Sea or Starkist.__..____._.______ . .87 .64 +12.3 .58 3,49 .59 67 .63 .65 .68 .69
Evaporated milk, 14,5-0z can (13 fluid ounces), Car-
nation, Golden Key, or Pet_..___________ ' . _ .33 .36 +9.0 .31 .30 .35 8,30 32 .39 .34 .35
Cling peach halves, 29-0z can, heavy sirup, Del
Monte, Hunt, Libby, or Stokley. . _________ .56 .61 +413.0 .51 .59 .45 .63 59 .67 .58 .59
Pineapple, 20-0z can, sliced, heavy sirup or own juice,
Del Monte or Dole__. ... ... ... .56 .61 +8.9 .56 .60 .59 .59 56 .63 .61 .57
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Ice cream, 34 gal, any brand_ ... ... .. .89 1.07 +20.2 3.69 .77 119 .98 1.09 1.05 .78 1.39
Frozen orange iuice concentrate, Grade A or Fancy,

6~0z can, any brand.__ ... ... oo oooiaiooooo .25 .30 +20.0 .23 .26 3,34 .25 L3t .31 .30 .35
Broccoli spears, frozen, 10-0z package, grade A or

FANCY -« e e o eeee e e e e e .38 47 +23.6 .43 .49 .51 .53 .39 .49 .45 .61
Rump voast boneless, Choice, 1 1b__. 1.60 1.43 —10.6 119 1.78 1.39 1.49 1.69 31,19 3118 1.38
Sitlotn steal( bone-in, Cholce 1ib... 1.77 1.80 +1.7 61.48 1.88 61,49 1.79 2.09 1.89 2.19 1.48
Ground beet, regular, 1lb_ . ... .. ... ... .81 .79 -~2.5 1.19 .78 .68 .69 .69 .79 .88 .68
Pork loin chops 11b, %to 34{-in thick, with tenderloin_ 1.83 1.75 —4.3 1.88 1.78 1.79 1.59 1.79 1.69 1.79 1.79
Ham, smoked, butt end, I i canaaa 1.01 1.04 +3.0 1.18 .88 .89 .89 .98 .79 3,78 1.09
Bacon regular slice, 1 Ib, Armour, Cudahy, Hormel,

Oscar Mayer, Rath, Switt or Wilson______.______.. 1.68 1.38 1.63 1.25 1.33 119 1.39 1.65
Wieners, all meat, 1 b, Armour, Cudahy, Hormel,

Oscar Mayer, Rath Swilt or Wilson_ o —eoo. 1.08 1.07 .79 1.24 .95 1.29 s.89 L1133
Chicken, whole, brouer-fryer, never frozen, grade A,

I .54 .50 .45 .49 .49 3.39 8,38 .45
Potatoes, 5 Ib, regular, all purpose, USY__________._... .87 . .49 .98 .69 .89 .99 .89
Carrots, whole, 1 1b, US1 .19 .25 +.30 .20 .34 .29 .29
Cabbage, 10b, USY. . e .13 L12 .19 L2 14 3,10 .10
Lettuce, 1 head, US1._. .34 .29 .49 .39 .38 .34 .33
Bananas, 11b yellow .24 . .29 .25 .29 .29 .23 .20
Tomatoes, 1 Il! vine-ripened, 3 in in diameter__..__... .45 LA .39 .59 .20 .69 .59 .39
Oranges, 5 Ib, JUICe fFUIt- -~ - ooemememmemommamn gk . 907 - M 1,05 Lt .79 4.86 1.00 41,19 1.39 .99

Subtotal .o eimeieans 29.82 3175 L. 27.674544 29.38 29.58 30.21 29.90 31,57 30.57 32,09
Percentage tax on f00d_ ..o 0 0 0 0 5.0 0 0 0
Amount of tax 0 £00d. ... ei e eieem e 0 0 Y ¢ 1.50 0 1.22 0

Total. .o ieeieamaaas 30.45 32.29 +6.0 21.67 29.38 29.58 30.21 31.40 31.57 31.79 32.09
Percentage of difference from average. .- oo em o —14.3 —-%.0 —8.4 —6.4 -2.8 -2.2 -5 —.61

See footnotes at end of table.
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A NATIONAL MARKET BASKET SURVEY PLACES WASHINGTON'S FOOD COSTS AT THE TOP OF 17 CITIES IN THE CONTINENTAL UNITED STATES—
ONLY HONOLULU AND ANCHORAGE, SHOWN SEPARATELY BECAUSE 1T WAS NOT SURVEYED LAST YEAR, WERE HIGHER—Continued

[Shopping date: June 2, 1977]

Salt Portland, Washington,
Item New York  Lake City Chicago Ore.  Cleveland St. Louis Denver Boston .C. Honolulu  Anchorage
Milk, h ized, M8 gl . .. ... $0.73 $0.74 $0. 84 $C.72 $0.78 $0. 82 $0.85 $0.73 $0. 83 $L.11 $1.36
Eggs, 1 doz, grade A, large.______.___ - .83 1,60 . 595 .485 . 495 . 575 .59 .79 .67 .73 1.72
Cheese, 10 oz, sharp, Cracker Barrel. . __________ 1.43 1.49 1.52 1.39% 1.39 1.29 1.40 1.25 1.29 175 1.73
Margarine, 1 Ib., 4 sticks,Blue Bonnet or Parkay. . .65 .47 3.50 .57 3.39 .59 .65 .69 .63 .65 .79
Bread, white, sliced, 24 0z loaf_______________ ____._ 4,73 .50 .49 3.27 . 595 .50 .53 4.54 .49 3.69 .96
Flour, 5 Ibs., all-purpose, Gold Medal or Pillsbury_____ .83 .87 .90 .99 .85 .69 775 .89 .99 3._60 1.25
Special K, 11-0z package_..._._._....__._._ .l 1] .88 .91 .83 .91 .89 .87 .91 .89 .87 117 1.05
Sugar, 5 Ibs., white granulated. ___.____________ """ $.89 .99 5,69 1.15 .79 3.29 115 1.05 115 3,895 1.32
Instant coffee, 10 oz, Nescafe or Maxwell House.____. 4.29 4.59 34.70 4,99 34.79 4.98 4.58 4.19 35.19 4.79 5.49
Great Northern beans, dry, 1lb..___________________ .43 .34 .35 .38 .39 .33 .29 .43 .29 .55 .41
Rice, 2 Ibs., Uncle Ben's converted. _______________ 1.09 1.15 .99 1.12 1.05 1.15 .89 1.05 1.09 1.12 1.29
Mayonnaise, 1 qt., Best Foods, Hellman's or Kraft_____ 1.47 1.27 1.47 1.49 1.49 1.29 1.52 155 1.49 3119 .79
Peanut butter, 12-0z jar, smooth, Jif, Peter Pan,
Planters or Skippy...___.______________.___ ceeeen .89 1.06 .955 1.09 5.79 .97 1.05 .99 1.00 .89 133
Tuna, 6}3-0z can, iight chunck meat in oil, Chicken
of the Sea or Starkist.._.___.____ [ )t .54 3.55 .68 .49 .67 .67 .79 .81 L) .75
Evaporated milk, 14.5-0z can (13 fluid ounces), Car-
nation, Golden Key orPet__.____________________. .38 .34 .39 .39 .40 .34 .37 .38 .41 .35 .43
Cling peach halves, 22-0z can, heavy syrup, Del Monte,
Hunt, Libby or Stokely_ ... _ .. _____ .61 .67 .49 $.62 71 .55 .66 .65 .69 .62 .13
Pineapple, 20-oz can, sliced, heavy syrup or own
iuice, Del Monte or Dole......_..._... ... .64 .63 .65 .63 .63 .59 .62 .63 .69 .56 .73
Ice cream, 34 gal., any brand__.._.______________.__ L19 1.16 .79 1.19 1.29 s.99 1.22 .99 1.29 1.23 1.69
Frozen orange juice concentrate, Grade A or Fancy 6
oz can.any brand.__.______ . _ .. __________. .30 .20 .35 3.25 .35 .33 .29 3.34 .30 .35 .49
Broccoli spears, frozen, 10 oz package, grade A or
FaNCY - e .49 .43 .47 .39 .53 .45 3,40 .47 .50 .49 .45

8¢



Rump roast, boneless, Choice 10b__..___.____________
Sirloin Steak bone-in Choice, 1 Ib.
Ground beef, regular, 11b__
Pork Loin chops, 11b }é!o/
Ham, smoked, butt end, 1 1b.__
Bacon, regular slice, 1 Ib Armour, Cudah
Oscar Mayer, Roth, Swift or Wilson_._____
Wemers all meat, 110 Armour, Cudahy, Horm
Mayer, Roth, Swift or Wilson
Chicken, whole, broiler-tryer, never froze

Bananas, 1 Ib yellow_
Tomatoes, 1 Ib vine-ri
Oranges, 5 Ibs juice fruit

Subtotal__ .

Percentage taxonload. ... .. ____._._._.

Amount of tax on food_ .. ... . oaoo.

31,19 31.19 3119 1.34 1.48 1.59 31.48 31.39 1.69 1.89 1.85
1.49 21.98 31,38 82,57 1.58 1.69 1,58 1.99 1.94 1.99 52.79
.95 3.55 .79 1.74 12 .69 .69 .99 .79 .95 .85
2.09 1.78 71,09 1.88 1.58 1.89 1.75 179 1.99 119 2.45
1.25 119 .99 .89 1.38 T7 1,15 1.69 .69 1.19 1.09
.89 3129 119 1.09 1.68 1.69 1,55 1.59 1,39 1.59 1.93
1.19 1.88 .19 3.99 119 1.35 3,92 1.09 1.29 1.09 1.59
.45 .49 3.38 2.49 .58 .49 .62 .55 .57 .69 .95
.89 3.45 1.59 4.60 1.29 1.09 .95 .98 .99 1.09 1.28
.29 .20 4.34 .25 .33 .33 .28 .34 .34 3.25 .49
.19 .15 .25 2.15 .25 .19 W12 .23 .14 .13 .29
.59 .30 .59 .39 .49 .59 .49 .34 .49 4,61 .69
.19 .30 .25 .34 .16 .27 .29 .30 .25 .33 .45
.49 .49 8.39 .39 1,57 .39 .39 .39 .45 .79 .69
4.98 1.00 1.39 4.99 112 .99 21.00 1.09 1.25 1.00 189
32.58 31.09 31 32.80 33.48 32.27 32.68 34.04 34.93 35.52 43,11
0 5.0 5.0 0 0 4.5 3.5 0 0 4.0 0

0 1.85 1.55 0 0 1.45 114 0 0 1.42 0
32.58 32.64 32.66 32.80 33.48 33.72 33.82 34,04 34,93 36.94 4.1
+.89 +1.1 +1.1 +1.6 +3.7 +4.4 +4.7 +5.4 4-8.2 +14.4 +36.6

1 Grade AA eggs.

3 Extra sharp cheese.
3 Special.

‘ Prlce adjusted.

5 With coupon.

¢ Boneless sirloin steak price adjusted 50 cents per pound to compare with bone in steak prices.
7 Combination of cuts from pork loin,

8 Small salad tomatoes.
9 Hot house tomatoes.

6¢
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. Representative Loxe. Thank you, Mr. Mueller and Mr. Marion. Most
Interesting.

I have had an opportunity to review the study a good bit, and have
three or four questions to ask that I think go to the heart of the matter.
The 14-percent price variation between cities due to the absence of
competition, I guess, is the most startling result of your study. That is
quite a Jarge variation in price levels. Your study also suggests that a
good portion of this—an indeterminate amount, I guess, but really a
good portion of the 14 percent—is due to the absence of stiff competi-
tion in particular markets and to the fact that a few firms really hold
up the prices in those areas.

Is it fair to say that food chains go to the extent of subsidizing the
operations in competitive markets with profits that are earned in mar-
kets where little competition exists and where the chains can charge
higher prices? In your study, did you have any evidence of this?

Mr. MurLcer. We had a table in the studv that does show the food
chain store operating divisions over the study period which experi-
enced substantial losses; and the only way in which these firms could
maintain those divisions is to subsidize their operations from profits out
of other markets.

Were A. & P., for example, to consist of numerous independent firms
in lieu of each of its divisions, many of those divisons would have had
to shape up a lot earlier. So, yes, there is a great deal of cross-subsidiza-
tion in retailing.

Representative Loxe. Does that carry down to individual stores?
Let’s assume that one chain attempts to penetrate a market. The chain
builds two stores at the beginning in particular neighborhoods. Do von
have any evidence whether existing chains lower their prices at their
stores in those particular neighborhoods in order to undercut the
competition ?

Mr. MueLLER. In the example I gave in our prepared statement on
public policy, the evidence did show that in Washington, D.C., this did
happen.

Representative Loxea. They actually

Mr. MoeLLER. Yes. The leading chains reduced prices, not across the
entirc'le city, but rather in the area in which these new stores were lo-
cated. . .

Mr. Marion. This was also a factor in the consent decree that we
referred to in Canada. Safeway was involved in this sort of practice
in Edmonton and Calgary; that is, selective price cutting in certain
areas. The consent decree forbid them from continuing this pricing
behavior within those metropolitan markets.

I would like to make a clarification on that 14-percent figure. That
was the range in prices we found between the high and low—the two
most extreme markets. At the same time, our statistical analysis indi-
cated that there was not, on average. that much difference between less
concentrated and highly concentrated markets.

Representative Loxe. I understood that was from the very top to the
bottom.

M. Martox. Yes. On average, we are talking about more like an 8-
percent difference between the least competitive and most competitive
markets.

Representative Loxg. Even 8 percent itself is very substantial when
vou are dealing with these items.
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_The thing that seems to me to be lacking here is a proper considera-
tion of the cost differences in the different areas. Being relatively un-
sophisticated in this field, it’s difficult for me to determine whether or
not the difference in the costs in a particular area and the cost of
living in that area are a cause of this or an effect of it.

I would like both of you to comment on that, if you would.

Mr. Mario~. One of the costs that one would expect might be impor-
tant would be labor costs, because labor constitutes approximately half
of the operating expenses of retail food firms and does vary from one
market area to the other. Now, there is no particular reason why we
would expect union wages to vary directly with concentration; that
is, to be higher in concentrated markets and lower in unconcentrated
gml.'kets. Union wages are bargained and set largely on a regionwide

asis.

Nevertheless, to cover this possibility, we did obtain data for 22
SMSA’s on union wages for retail clerks and meatcutters, and in-
cluded a wage rate variable in our price model. This is not included
in our report, since we did it just recently in response to the comments
received from some of those who reviewed the study.

We thought this was one cost element that was worth looking at to
see whether it had any influence on prices. When included in our
regression model. the wage rate variable itself was very insignificant
and had essentially no influence on the overall regression results. The
results came out essentially the same whether the union wage rate for
the different metropolitan areas was in the model or left out. This
suggests that differences in wages do not explain the differences in
prices in the different markets.

So we did test this major cost factor.

The other cost factor that could be involved is differences in trans-
portation costs. A transportation variable was included in the study
by the USDA, which incidentally is not comparable to ours and can-
not be used to confirm or refute our study. The price data used in that
study is not sufficiently disaggregated for use in a sophisticated inter-
city-firm analysis. It’s just not adequate as the authors themselves;

realized.

INADEQUACY OF TUSDA STUDY RECOGNIZED BY USDA AND AUTIIORS:

Representative Loxe. As you know, this USDA study is one I willl
put in the record at the end of these hearings. I went back and made a:
rather cursory examination of the study, attempting to determine what:
their views were on this particular problem. If you look at the Grinnel--
Crawford-Feaster study on this, which I gather was basically paid for-
by the Department of Agriculture, it strikes one that the authors
seemed to have experienced some frustration. They say such things as,
“Al] retail food price series are hampered by a lack of usable price
information.”

They say, “The question of whether individual firms with high
market shares charge higher prices was not addressed in the study.”

They say, “Data _are not available to determine whether market
concentration is positively related to identical items among the series.”

They say, “It could not be determined whether food prices increased
over time due to rising levels of concentration in a given market.”

They say, “Additional price data are needed for more cities.”
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They say, “Additional price measures are needed to more adequately
make price comparisons among cities.”

1f you come down to their conclusions, they said that because of data
limitations and model insensitivity, the findings of their study should
not be considered conclusive. It is of no value in evaluating the rela-
tionship of prices and market concentration because, “price data, was
not available.” Yet, this is exactly the new data you had which they
did not have. '

I really ended up not getting very much out of it. But I think it
ought to be put in the record just in order to make the record complete.
Do you feel, with respect to a study of the cost factors, that they did
go into that in some detail ¢

Mr. MarioN. I just wanted to comment that there was one cost fac-
tor that they included in their models that came out highly significant.
That was a proxy variable for transportation.

Representative Loxe. How do you feel the availabality of data to
you in the study that was conducted by yourself and Mr. Mueller and
your groups, compare with the data that were available to this group,
which evidenced considerable frustration about the inability to have
what data they needed to form any logical conclusion ?

Mr. Marton. There are some very important and substantive dif-
ferences in the data sets. In our study, we were comparing prices of
food chains across different markets—the same chains across different
markets—for a standard market basket of items. If we had Minute
Maid orange juice in our basket, we priced Minute Maid orange juice
across all markets.

Representative LoNe. You feel it is much more substantive.

Mr. Marion. Yes. The USDA study is based upon BLS data which
even BLS stresses are not suitable for comparisons across markets be-
cause the brands of products included in the market basket change
from one market to another. They may price orange juice, but they may
pick up Minute Maid at one store and a private label in another store
or another market. :

The BLS data used in this USDA study also includes prices from
small stores, convenience stores, and other food stores in their caleula-
tions since they are attempting to come up with an average price across
the whole market.

BLS data is designed to compare changes in prices in particular
markets over time, not at comparing prices across markets. It becomes
extremely tenuous to try to use this data to compare prices across mar-
kets in order to learn something about competition.

Representative Lone. I assume that is the reason why most people
who have attempted to do studies in this field, without having evidence
and information of the type that was available to you, have felt those
same frustrations.

Before my time is up, let me ask you two short questions, hoping
that you can simplify your answer because I have about expended all
my time.

One, what do you two gentlemen see as the reason behind the cost
differential between name brands and house brands, and why has the
difference between the two been reduced during the last few years by
the degree that you mentioned earlier in your report?

Mr. Marron. We can only conjecture on that. I would think of two
things. One is that as consumers have become more conscious-of house
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brands because of publicity that house brands are cheaper, they
have perhaps turned to them more and chains have been able to charge
somewhat higher prices for them as a consequence. The acceptance of
private brands probably has increased over time. )

T also think that during 1972-74, many chains were in a profit
crunch. One of the places where a retailer might pick up a little mar-
gin would be by increasing the price on house brands. It is tougher for
shoppers to compare prices on house brands than it is on national
brands.

Representative Lone. What causes the basic differential?

Mr. Marion. What causes the basic differential %

Representative Loxe. Yes. How are they able to sell house brand
products so much cheaper than they are able to sell name brand
products?

Mvr. Mario~. In most cases they cost much less.

Representative Lone. What underlies that additional cost?

Mr. Marion. The manufacturers of store brands are not involved
in extensive advertising and product differentiation activities which
add to the cost of the national brand products.

Representative Long. Aren’t the name brands and the house brands
basically—as everybody says exists in gasoline—made and manufac-
tured by nearly the same people?

Mr. Marion. I think in many cases this is true, although we don’t
really have evidence in our report to be able to document that one way
or the other.

Representative Loxe. Mr. Mueller, do you have any comment on
this?

Mr. MuELLER. ] agree with Mr. Marion.

Representative Lone. Let me ask one more question. Back in 1974,
at the time the Joint Economic Committee staff evaluated the pre-
liminary data that were available to them under the subpenas that
had been issued, the staff discovered that the two largest chains in one
city had identical prices on 66 percent of their items. Identical prices
on 66 percent of their items. They also discovered that prices were
changed in a parallel fashion. Not only were they parallel in 66 percent
of the items, but when one chain changed a price, in 75 percent of the
cases the other chain changed it again to an identical price.

Ts this a common occurrence in food retailing ?

Mr. MozrLLer. I think in the market that you are discussing we had
two dominant chains. Competition was less intense.

It is true that in a perfectly competitive market, like the grain ex-
change or the stock exchange, prices tend to be identical. In an in-
dustry such as food retailing where there is some service differentia-
tion, firms do not have identical prices. They do have different mixes
in their prices.

Representative Loxe. Are you saying that this—

Mr. MueLLer. I think it is an understatement to say that this is
evidence of the absence of keen price competition.

Representative Lone. That’s the question I was about to ask. This
evidently is a characteristic more common to a market where there
is a lack of competition than it is to a market where there is a great
deal of competition.

Mr. MuELLER. It is quite an achievement for two chains to have so
many identical prices.
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Representative Loxe. Fine. Thank you very much.

Congresswoman Heckler.

Representative HeckLer. Thank you, Congressman Long.

Mr. Marion, in your prepared sfatement you said that the increase
in food costs in 1974 attributable to the lack of competition might total
$662 million.

As you propably know, the food industry news organ Supermarket;
News has taken issue with your study and with some of your conclu-
sions. I am sure they would take issue with that one.

As a matter of fact, I think some of their questions should be raised
here relating to the methodology of your study itself.

Concerning the issue of monopoly overcharge, which we have been
discussing, there’s some question about the criteria that you have se-
lected. That is, you assume that overcharges exist in any market where
the largest four firms control 40 percent or more of the total food sales.

Why did you select 40 percent instead of 49 percent which is the
national average ?

Mr. Marrox. The reason for selecting that particular benchmark
was that our computer mathematical analysis of prices indicated that
prices are apparently competitive and change little at lower levels of
Jlnar{(et concentration but increased quite sharply above that threshold

evel.

This graph, which we just prepared, shows the pattern of prices
that we found for different levels of concentration. As you can see,
prices flatten off about at the level where OR, is 40. At this point,
and lower levels of concentration, prices are apparently competitive.
As expected, prices are essentially the same in competitive markets.

As concentration increases above a CR, of 40, however, prices go
up as well. Eventually, all of the monopoly profits are achieved at
very high levels of concentration, and prices level off again, -

The rationale for our selecting a relative firm market share of 25
as the competitive norm was simply that this would mean the top four
firms have equal market shares.

[The graph referred to follows:]

Relationship of Four-Firm Concentration Ratios and Food Prices*
Cosg gf Grocery Basket '

——
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Representative HeckrLer. What do you think the graph would look
like if you had chosen a CR, of 49 for the national average? How
would that have affected your estimate of monopoly overcharges?

Mr. Mariox. The monopoly overcharge would have beeen reduced.
However, it would still have been fairly substantial. From our pre-
pared statement you can see there is one market alone, for example,
that had $80 million in overcharges. Those markets that are extremely
concentrated and have dominant firms end up with very high monop-
oly overchage figures.

Representative HeckLEr. How many SMSA’s would fall into your
category of the largest four chains sell at least 40 percent of all the
food sales?

Mr. Martox. What percentage ?

Representative HeckrLer. How many cities nationally fall into your
monopoly overcharge category ?

Mr. MueLLer. Over 50 percent.

Representative HeckLEr. Over 50 percent ?

Mr. Mariox. I can check and give you a precise figure.

Mr. MueLLEr. While he is looking up the figure I might mention
one thing. The range between 40 and 50 is one in which prices are in-
creasing modestly. It is 1 percentage point. It is when you get above
this that it takes off by a larger amount.

Mr. Mariox. There were 89 percent of the SMSA’s in 1972 that had
CR,’s over 40 percent.

Representative Heckrer. Eighty-nine percent ?

Mr. Mariox. Eight-nine percent. Substantially more than half.
There are a big chunk of them—about one-third of all markets—where
the CR, is between 40 and 50.

Representative HeckLer. Another criticism of your study was the
fact that you selected only about 100 food items, and omitted some
fairly common, and definitely essential commodities such as meat.

Now how do you justify your conclusions and consider them repre-
sentative considering the exclusion of something like meat?

Mr. Marion. First of all, I think it is important to recognize—and
[ think we made this fairly clear in the report—that we were limited
by the data that was available. We would have liked to have included
meat. We would have liked to included fluid milk. We would have liked
to have included other items. However, price comparison data for
those were not provided by the food chains, despite subpenas.

What we have then are 110 grocery products and then about an
additional 50 private label items. We have something like 160 items
that are largely in the grocery area. Those were the items that the food
chains themselves price checked most frequently—a key point I urge
you to keep in mind.

I think 1t is reasonable that the most price sensitive products—those
that chains are going to be the most concerned about trying to keep
in line with their competitors—are not so likely to be meat and pro-
duce items which can vary in quality, which experience frequent price
changes from week to week, and hence are more difficult for consumers
to compare prices. Chains much prefer to focus store pricing strategies
on standard items, that shoppers can easily compare—items like
Campbell’s soup, Maxwell House coffee, Tide soap, and so forth. These

96-514—77——4
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are the products that you or I can walk into any supermarket and
compare the prices with the store down the street.

If firms have the discretion to increase the prices of these items,
which are most price sensitive and have the most influence on their
price image, then it is hard for me to believe that they could not like-
wise increase their prices on meat, produce, and less easily compared
items.

So in this sense, we recognize that our market basket is not complete,
but at the same time, we have picked out that part of the store where
we would least expect price differences.

Mr. MueLLER. Just to amplify on that, one of the criticisms made by
food chain representatives is that these other items would have less
variation.

Based on some of the data that we report here from the chains them-
selves, the price data show them to be entirely off base; it shows the
contrary, that for health and beauty needs, for example, the range of
prices between high and low are actually greater than on the items we
included.

‘We have some tables on that.

Representative HeckLErR. Most essentially you said that limita-
tions on your study are really due to the fact that the information
available also was restricted, therefore, vou did not have a total range
of commodities to study ?

Mr. Marion. That’s right.

Mr. MuoerLer. The important point is that while these were data
from the chains, their price checks data, these were prices that were
important to them and they—not us—selected them in making their
price checks to find out how their rivals were doing.

Meat is an extremely difficult thing to price check. Many chains
just did not even attempt to make the comparison, but if they do have
discretion in pricing these items, one would expect that they would
have discretion in pricing others as well.

So we are limited by the kind of data that chains themselves are
limited to in making their price decisions.

Representative HecELER. You selected 110 items upon which to base
your comparative price check. How many other items were available
that you might have used, items that the supermarkets had made
available in terms of prices and information? Did you select all of the
items they provided information on or did you select out a few?

Mr. Marton. The items that we selected were essentially all of the
items that we could get on which prices were available for the three
chains and 82 SMSA’s.

When we looked at the chain price data for the three companies
across markets, you quickly sort down from the price check informa-
tion that was provided. Some companies provided whole books of price
information. If for other markets or other companies you have only
prices on 200 or 300 items, that limits the number that ‘you can select
for the whole sample.

We tried to pick up every price that we could meaningfully compare
across markets and across firms.

Representative HecrkLEr. What about the criticism that you used
only 1 month’s study of the prices? Was this a typical month? Was it
atypical? Is that a representative sampling, the study of 1 month?
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Mr. MoELLER. First, it was the month available. Insofar as this is a
bias in a statistical sense, one would expect that having 1 month 1n-
stead of being able to average them for 12 months would bias our re-
results toward zero. Of course, we would like to have more price data.
However, in the case of our profit data, we average over 4 years which
is an accepted statistical procedure in this area.

Yes, we had 1 month. There’s no reason to believe that the level of
prices in that month would be irrelevant. It is statistically highly un-
likely that the relationships we found were due to chance.

The striking fact is that our findings are so strong in spite of the
fact we only had 1 month, whereas ideally we would like to have more.

That lends strength to the study.

Representative Heckrer. Two other quick questions, Mr. Mueller.

You have stated that there is something of a lethargy at the FTC
in terms of antitrust enforcement against food chains. How would you
characterize the present attitude. Second, why is it that this lethar-
gy, or looking the other way, developed? What prompted that? Is
there some justification in the marketplace for that?

Mr. MueLLer. Well, I see no reason, first with respect to market ex-
tension mergers, why the FTC would have been concerned during the
fifties, one with a Republican administration, and during the sixties, in
a Democratic administration, with these kinds of mergers and not be
concerned today.

I can only explain it by a radical change in their philosophy of
what the antitrust laws involve and what the possible effects of these
kinds of mergers are.

As to horizontal mergers: All the cases, plus one I didn’t cite, have
been difficult cases in the sense that one of the companies is usually in
financial difficulty.

We should always make every effort—and the FTC in the Arden-
Mayfair case did not—to seek out buyers other than a leading firm in
the market.

Representative Hecxrer. Mr. Mueller, you have, I think, reached an
all-time high in the mastery of semantics. You referred to industrial
restructuring. That has much less of a chill factor than divestiture. You
get right down to divestiture really when you start to restructure.

Based on the study that you have compiled and your investigation
of the facts which have been made available, is it your judgment that
a strong case for divestiture exists based on this study itself?

Mr. MueLLEr. Well, first, I am not afraid of the word. There’s been
a great deal of restructuring and there have been divestitures in food
retailing and merger cases under very difficult circumstances, so it
can be done and it 1sn’t all that painful.

As to the need, as I said, there are two alternatives. One is the less
drastic; namely, placing a limitation on the growth of a chain for a
period of time. That has problems in it as far as I am concerned.

The other is to require that the offending chain divest itself of part
of its stores, and I think there are several markets that are so highly
concentrated that the antitrust agencies should look at it.

Representative Lone. Thank you very much, Congresswoman
Heckler.,

Senator Roth.
Senator Rora. Thank you, Congressman Long.
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If I understand the principal thrust of your testimony, it seems to
me you are saying that as far as the antitrust laws are concerned, they
are probably adequate to deal with these things. What is needed is a
change of policy in the Federal Trade Commission, is that correct ?

Myr. MuELLER, I think for the most part, yes. There are other non-
antitrust approaches that could complement those agency decisions.
I have mentioned co-ops and more consumer information, for example.

Senator RotH. One question that concerns me is whether or not the
consumer is paying a fair price. Your study has pretty much looked at
the horizontal problem, but in trying to determine whether this is a
competitive market and the consumer is paying a fair price, a number
of other questions come to mind, at least so far as I am concerned, which
your study doesn’t deal with.

I would like to get your reaction. For example. I know a lot of farm-
ers have asked me why, when the price of farm products go up. the
price of bread and commodities seem to go very substantially higher.
Yet when they are on a downward trend, you never see prices fall back.

Take the case of sugar; sugar went up very high, and then went
down. T have small children. They are always buying candy, for
example. I know candy and gum went up. Gum for years was 5 cents.
When the price of sugar went up, gum and candy went up very
substantially. There has never been any fallback. Why is that?

Mr. MueLLer. First, I am not sure that everybody would agree that
1t does happen. There are independent researchers who have studied it.

I think one reason isthat during periods of inflation, firms—depend-
ing upon their competitive circumstances—are always looking at op-
portunities to increase prices to reflect cost increases irrespective of
the competitive situation. So, if some product goes nup in price because
of a reduction in the supply, say at the farm level, they may, after
it has fallen in price to them, try to keep its price up in order to get
a larger margin on it. So there is some understandable business reason
why firmstend to behave in this fashion.

Mr. Martox. I think prices tend to be sort of sticky. Consumers don’t
like wildly fluctuating prices either, and so retailers tend to move up
only after a time or move down after a time when they have made sure
that the price changes are in fact going to be permanent.

Senator Rotr. Many people tend to blame the middleman. I don’t
know whether you would say that is right or wrong. As a matter of
technique, if you are going to study prices, wouldn’t it be desirable to
make a vertical study as well as the horizontal?

Mr. MukLLEr. 1 think the Council on Wage and Price Stability has
essentially asked that question.

We are asking whether chains are able to, not just in a short run, but
over a sustained period of time maintain significantly higher prices,
and enjoy higher profits in less competitive markets than in competi-
tive ones. I don’t think we had any data really to test this other prob-
lem, which I believe is a problem worthy of study.

Senator RoTa. You mentioned in your own testimony the experience
of A. & P. I gather from what you said that in addition to A. & P.
there have been a number of other companies that have been failing or
having serious problems.
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Does that indicate that there is competition generally speaking or
is it just poor management ? Why are some of the large companies hav-
ing these difficulties ?

Mr. MueLter. First, A. & P. has had difficulties for a good many
years, almost from the day there were actions brought against 1t to
prevent it from getting diseriminatory prices from its suppliers. 1
think the industry generally feels, and observers agree, that A. & P.
has been less than a very efficient firm. Although it is certainly large
enough to achieve all the economies of scale, it hasn’t been as efficient
as other firms. So you can have large but ineflicient firms in financial
difficulties in industries that are becoming increasingly concentrated.

) A%so, I think you have to distinguish between competition and
rivalry.

Senator Rora. Between competition and what?

Mr. MurLLer. Between competition as we talk about it and simply
competitive rivalry, different strategies in food retailing. There are
a lot of nonprice means of competing, Many of these are desired by
consumers. A. & P. has been less effective, I think, in keeping up with
its large as well as its small rivals in this area. And a couple of years
ago it was passed by Safeway in volume of sales.

Senator RorH. One final question.

As I understand it, your study was based on a 5-year period but
2 years were dropped out. is that correct ?

Mr. MueLLEr. No. We had 5 years of data for profits. As is a com-
mon statistical technique, we pooled the 5 years for some statistical
analyses, then we showed the results for individual years as well.

In one equation we used all the years except 1972 and 1973 because
they were not representative years in terms of profits. In fact, the whole
period is rather abnormal in terms of the history of food retailing,
but those 2 years’ profits were particularly depressed.

So when we compared our profit and price models, we left out those
9 vears in that equation.

Mr. Magriox. If we had left 1972 and 1978 in, it would have shown
even a greater difference between the increase in prices and the increase
in profits. It would have strengthened our findings. But, would have
just been an unfair comparison. Those were very depressed profit
years.

Let me make that point again: By leaving out those two really ab-
normal years, we purposely sought to test our model under the weakest
set of conditions. Yet, we still found a strong, very strong link between
market concentration and high profits.

Senator Rora. I am not personally drawing any conclusion. T
understand there are those that are critical of that method if it is
limited to 3 years and you have thrown out 2 years where profits were
relatively low.

Let me ask vou this. Do vou think it would be desirable to extend
the period of study?

Mr. Martox. Would it be desirable to extend it beyond the present
time?

Senator Rorir. Yes. to continue the study. try to get a better grasp
of what is happening? Or do you think the present study is adequate?
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Mr. Mariox. I think the present study is adequate for the time
being. I do think it would be extremely useful to have the sort of
data that would allow us to continually monitor what is happening
both pricewise and profitwise in retajling across markets. Let me re-
mind you that inclusion of those two abnormal years would have
strengthened our results, not weakened them. Our oritics are missing
this point entirely, to our puzzlement.

Senator Rora. Thank you.

Representative Loxg. Thank you.

One question in regard to what Senator Roth asked : Does the FTC,
Mr. Mueller, do any monitoring along the lines which Mr. Marion
1s speaking of ?

Mr. MuELLER. Not to my knowledge.

Representative Loxe. Thank you very much.

Senator Hatch.

Senator Harca. With regard to those 2 years which you dropped
out, if I understand the footnote in your study, it says that inclusion
of those years would have lowered the profit estimate of 1.15
by 0.86 percentage points in the areas in which concentration is equal
to 40 and relative market share is equal to 25.

Does that mean the profit would be reduced by one-third to 0.79%

Mr. Marion. It does.

Senator Harcr. Would other estimates be reduced by the same
percentage ?

Mr. Marion. Yes. But keep in mind that the key point was the
difference in profits between firms—the relative profits of different
firms is different markets—and not absolute profit levels. Different
absolute profits would have no impact on that sort of analysis.

Senator Hatca. Isn’t this more than a “slightly lower” estimate
for profits that you characterized it as in your report ?

Mr. MartoN. The profit estimates would be lower across the board.
I think one thing to keep in mind is that we only dropped out those
2 years in one model out of all the models we examined. Most of
them have the whole 5 years.

The only reason we used that particular model for this comparison
was that in Jooking at all of the other evidence in the report, you can
hardly say that 1972 and 1978 are typical profit years for this industry.

So, in putting together a table which compares prices in 1974, a
more normal period, with profits, we wanted to use those profit years
that were the most normal, 1970, 1971, and 1974.

Senator Harcu. Your study maintains that the inclusion of those
years, 1972 and 1973, would lead to “slightly lower” profits estimates
for various estimates of market shares. What I point out is if the
profit estimates would be reduced by more than one-third that would
be more than just “slightly lower” which is your characterization.

T just wanted to bring that out.

The study seems to make some verv important statement on profits
in this industry based on a 5-year period but only after 2 years of
data are removed.

These 2 years would have shown very little profit for the firms. T
think you would agree with that, is that correct ?
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Mr. Mario~. Yes. But let me repeat, the relationship we found be-
tween concentration and profits is independent of the issue you have
just ratsed.

Again, adding these 2 years would have strengthened our results.

Senator Harca. I would like to ask you, Mr. Mueller, if the exclu-
sion of these 2 years lessens the significance of the study in your eyes?

Now you have indicated, at least the way I have interpreted it,
that you don’t think that it does.

Mr. MueLLEr. Noj; not at all. Quite the reverse. v

Senator Harcu. I am not talking about the mathematical signifi-
cance of it.

Mr. MueLLEr. No; because even A. & P., for example, which is very
depressed, when we have a table in the appendix showing just the
A. & P. divisions, we still come up with these strong relationships
between concentration and profits.

A. & P. itself does better in concentrated markets than in less con-
centrated markets. The main thing we were looking for was the dif-
ferential price and profit relations across markets, not the par-
ticular level of profits. Let me say again : There are tables in the study
which reveal how depressed 1972 was in this industry, but the basic
relationship between the variables we used came through in those
years as well as others.

Again, the basic relationship we found between prices/profits and
Ic}lmrket concentration existed with or without the 1972 and 1973 profit

ata.

We explained why for a particular purpose we thought it appropri-
ate to exclude those years. It was solely to show a comparison of a
more normal level of profits.

Senator Harcr. There’s a crucial question concerning the concen-
tration-price relationship. I would like to address it to you at this time.
That is, in reaching the relationships between concentration and rela-
tive firm market share with prices, data concerning 3 of the 17 shows 39
observations on 94 items was used. This data was compiled for only 1
month, October 1974.

Now is it risky to make broad statements based on data from only 1
month ¢ For a few of the firms? After all, if 1974 is the only reference
point, could not the conclusions drawn be somewhat clouded by the
strange economic appearances of that time?

For example, during the fourth quarter of 1974 employment was
rising very rapidly and inflation was quite high. I ask you is there a
problem with the narrow scope of the price data on which the study’s
conclusions are drawn if we try to expand those conclusions to other
time periods or try to say they are typical of time periods other than
the oné study here?

Mr. Marto~. That is the same question raised earlier. And I think
the response Mr. Mueller gave Congresswoman Heckler covers the
issue concerning the use of a single month’s prices. The representative-
ness of the three firms and 39 markets is a relevant question that does
need to be considered.

What we are really asking here is: Are these typical observations,
representative for the whole industry ? In our report we make it fairly
clear that we can’t say that they are. We have looked at these firms, at
the markets that were included——
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Senator HatcH. You have to admit they were relatively limited ?

Mr. Mariox. That’s right. Because that’s all the data which the food
chains supplied on prices even though they were under subpena.

Senator Harca. You have a very limited, very narrow scope?

Mr. Marion. 32 markets, 36 observations. If you look at the average
concentrations for those markets, it was very similar to the average
concentrations for all SMSA’s. Our markets tended to be somewhat
more clustered than the whole population in the CR 40 to CR 60 range.

As to the three firms involved, we took a look at their division profits
and compared them with the distribution of division profits for all 17
firms. The distribution of their profits is very similar to the distribu-
tion of division profits for all 17 chains.

I don’t think we are able to stand up and say we can be assured that
these are representative. At the same time, there is no strong evidence
{;)l-lat they are not representative either—that there’s some sort of a

ias.

Senator Hatch. You would admit that the scope of your evaluation
was quite limited and quite narrow?

Mr. MurLLEr. No. No impartial economist could agree to that asser-
tion either. And, I would not agree with that. You interpreted it to
imply that we think the number of areas covered is inadequate in any
way in a statistical sense. That is an incorrect interpretation.

For example, the USDA study used only 20 markets.

Senator HatcH. That doesn’t justify saying that this is a definitive
study. The thing that bothers me is not that you may be right. What
bothers me is it is so narrow I think it should be considered highly
questionable.

I would like to know—from what I see here in your study—it doesn’t
appear to me that it is broad enough nor is it expansive enough nor is it
pervasive enough to really give us a definitive set of conclusions.
Therefore, you are judging the whole industry by this study which
seems to me to be very narrow in scope and very restricted.

Mr. MurLLEr. In a statistical sense, the possibility of our findings
being due to chance is extremely remote. That’s the bottom line and 1
think that is why industry spokesmen are so concerned—and critical—
of this studv as we’ll no doubt see later.

Senator Haton. Based upon the criteria you have used, can you
determine that from your statistical test?

Mr. MueLter. Yes. The tests are traditional, standard academic
ones to test whether our findings are in effect due to random events or
whether these are due to the variables that are being used to explain
them.

You have confidence. do you not, in the USDA Food Market Basket
Price Index data? Well, we used more cities than they do. Did you
know that, sir?

Senator HatcH. Let me ask another question. During 1974 when
pricing samples were taken, the average negotiated wage increase was
9.8 percent for the supermarket industry. This uncharacteristically
higher.

Also, there were poor crop years in 1970 and 1974, two of the vears in
the study. These reports suggest supermarkets were faced with high
increases in costs at the time of your pricing survey. Tf the time period
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studied may contain unusual pressures on prices, wouldn’t the model
only reflect the prices of those few years and not necessarily for other
years? Don’t we run into problems when we try to use a model such
as this that uses data from what must be considered an unusual eco-
nomic time period and try to make predictions?

Mr. MueLter. Well, I think probably we failed to make completely
clear to you what is involved here. The matter of, say, wage contracts,
or other factors that are pushing up the overall price level are one
thing, but you would not expect that this would result in this kind of a
dispersion of prices across markets related to competitive situations.

You would expect all prices to be pushed up across all markets. It is
absurd to suggest as some might that a differential pattern of rising
costs are responsible for the strikingly strong and consistent pattern
we found of high prices and profits in concentrated markets and lower
prices and profits in more competitive ones. No professional economist
or statistician would be that naive.

Additionally, those kind of shocks to an industry would tend to bias
our results toward zero and result in our not finding any relationship.

We asked ourselves the same kinds of questions you are asking. I am
perfectly happy to try to answer them to your satisfaction.

What factors could there be that might have resulted in these kinds
of findings that we haven’t taken into account?

As T said, one of the main problems is that this is a period in which
there have been those kinds of shocks, and yet despite the fact that
these would tend to result in our not finding any relationship, we find
quite robust ones.

Representative Love. My colleague, Congressman Brown.

Representative Browx of Ohio. Thank you, Congressman Long.

I would like to continue on the line that Senator Hatch has been on
for a minute.

Mr. Mueller, you cite a study by Mr. Willard Hunt, the coauthor of
the Cornell University project, entitled “Operating Results of Food
Chains.” Mr. Hunt spent a little time with one of the members of my
staff and he says this concerning price conclusions: His theory about
taking the data from 1 month is that the food chains may operate in a
price cycle determined in part by the season of the year.

In other words, at different times during the year you have different
prices in a particular community.

Now, I come from a community of 12.000 people where we had, a
couple of years ago, two chain supermarkets. One chain had two or
three stores, that was it. And the other one was an independent which
had two stores in that community.

I don’t know whether they qualify as the over-a-million dollar sales
supermarket or not, but nevertheless, in our community they are all
supermarkets.

Each of those stores, at different times of the year, does different
things depending upon the purchases that they can make sometimes
from the local community farmers, sometimes from their suppliers
and their wholesalers, and sometimes from corporate headquaters.

I guess that is what Mr. Hunt is inferring. Also, he believes in addi-
tion that because of the use of computers in price determination, price
testing is now much more frequently done. In other words, you can
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very quickly jack up prices on one product for a period of time, knock
them down at another time when you want a loss leader.

He concludes that those two factors combined mean that a single
month, your test period, may be too short a time period when you are
dealing with a local market.

Now, can you give me some kind of reaction to that?

Mr. Mariow. It is an irrelevant comment. I think that for this rump
suggestion to be valid, then what we would essentially have to say is
that seasonality of prices, or the increasing and decreasing of prices
by chain is in some way related to the concentration of different mar-
kets. Although some of this may be occurring—they may go through
certain price-rising cycles—there is no reason to believe that this would
occur in a certain way in concentrated markets, and in a different. way
in unconcentrated markets. The point is that our study showed differ-
ent prices between stores depending on market structure at the same
time. So, seasonality is not an issue.

Representative BrowN of Ohio. I am not suggesting it is for differ-
ent markets that it is different. It may be different for different mark-
ets at different times.

I am assuming that as the pigs farrow or sows farrow at different
times of the year in various parts of the country, you might have pork
sales related to that at a different time in different parts of the country.
But you do have that impact on prices, if you pick a certain month ?
You héwe certain things going on that operate differently in that
month ?

Mr. Marrow. That is true, particularly in the perishable area. If
we had been pricing produce items in different parts of the country,
that would have been a valid concern, even for one single month. We
may have quite different produce prices in some of the different areas.

For canned grocery products—if you take one point in time—you
are not going to have any particular difference across the country.

Representative Brown of Ohio. You might have a difference in
canned items, let me say, if you went to last-in, first-out accounting
procedure as opposed to a first-in, first-out accounting procedure,
wouldn’t you?

In other words, if you had something that had been on the shelf for
3 months, and canned peas doubled in a 3-month period, and if you
priced on the basis of a first in, first out, you would still be pricing
your can of peas at 18 cents if you did it that way; but if you changed
to last in, first out, you might very quickly move that can of peas up to
36 cents, wouldn’t you ?

Mr. Marrown. That would have had no impact on our study results—
which focused on prices and profits for the same chains in different
markets. As you know, any price change due to accounting alterations
would generally be true across the whole firm.

Representative Browx of Ohio. Let me ask you, how would that be
reflected in terms of a profit for the company that changed its account-
ing procedure ? Wouldn’t the profit be one-time only inventory profit ?

Mr. Marron. It would be a reduction in the year the change in
valuation is made, and 1974 as we indicated before, for the 4 firms out
of 17 that did make that change——
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Representative Brown of Ohio. So that excuses the study to some
extent?

Mr. Mariox. No. You see, those accounting changes, of course, oc-
curred at the end of 1974 for the entire profit year. Our profit data for
1974 are for the first three quarters. If you weigh those in with the other
4 years, the effect is extremely small in terms of effect on profit. Let
me also make our earlier point: our study focused on relative price
differences between stores, not on absolute profit levels. I urge you to
keep that salient point in mind.

Mr. MueLLER. Again, if I may add to Mr. Marion’s comments. Both
the sort of random events that impact on profits and on prices would
work to undermine the kind of findings we came up with. That reality
strengthens our findings, because the random events would normally
result in not having differences based on the level of concentration or
the importance of the firm in the market.

Representative Brow~ of Ohio. Let me look, if I can, for a minute
at the figures which impacted on the food industry during the years of
the study or the year of the study.

Farm products went up 18.7 percent in 1972. Processed foods and
feeds went up only 11.6.

The next year farm prices went up 36.1 percent. Now these are the
years in which you had an effort at price control by the Federal Gov-
ernment. You remember the wonderful time when we didn’t have any
beef on the shelves because the Federal Government, in its wisdom, was
controlling prices and the farmers just said thanks a lot, we can’t grow
it and loose money, so we won’t grow it or sell it.

In 1973, there was a 36.1-percent increase in farm commodity costs
in the wholesale price index, and a 20.3-percent increase that year in
processed foods.

Now the next year, farm product costs went down 1.9 percent from
the previous year, but processed food costs continued to go up 20.9
percent. So there is a lag behind, because in the next year, farm prices,
wholesale, went up 5.5 percent, but processed food costs went down
3.8 percent.

Now I want to go to 1974, the year of your study. Farm product
wholesale prices were going down 1.9 percent, while processed food
costs were going up 20.9 percent, but let me look—I don’t have the
monthly figures for that particular year, but I do have the monthly
figures for 1976.

In the food costs of the Consumer Price Index, there is 1 month in
1976 when they went down 0.9 percent, which I suppose translates
%ltq—gwhat'would that be? What would that reflect on an annualized

asis? :

Down 10.8 percent, right? If you picked that month, food prices
would be going down.

If you picked the same month a year later, the same month now,
food prices went up 0.9 percent. So that would be an increase of 10.8
percent.

Yet, here you had during that 1-month period the total change for
the year was 0.6 percent. Now, I guess what I am getting at is that it
seems to me the monthly variation and what was happening to the
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food price situation at a very volatile time, it was going down in the
wholesale area and up in the process area still.

The next year it went up in the wholesale area and down in the
processed retail food area. The month you pick in a volatile time like
that is significant. isn’t it ¢

Mr. Marton. Well, I think that it becomes particularly important
if you want to try to compare prices across time periods.” But, if vou
are comparing prices across markets at the same time as we did, then
similar types of cost increases or decreases are going to be impacting
on companies throughout the country. You gentlemen must understand
this key point.

You are talking about national types of trends here. There is no
reason for us to expect that they would impact differently on con-
centrated markets than they would on unconcentrated markets. The
impact is going to be the same.

So we would have no expected effect on the relationship of prices
across markets and market concentration at the same period in time.

Mr. MuUELLER. Just remember what we are doing. We have a chain,
one chain with a market basket, an identical market basket going
across 15 markets. The question we are asking is: Why does it charge
a higher price for the same products for which it presumably has paid
about the same price in city A than in city B or in city C?

Why does a chain operating across, say, 10 markets and with an
identical market basket and costs operate this way? Why does it charge
more at the same point in time in city A than in city B?

So we separate out those factors that would tend to elevate the whole
level of prices in our attempt to answer this question.

Why does the same chain charge different prices for the same prod-
ucts in different markets?

Representative Brown of Ohio. I guess the point T am getting at is
that the part of the country which I represent is served by some nation-
wide distributors, some regional food distributors, some three and four
supermarket chain owners. and as I noted. a couple of stores in that
community and that is all. It seems to me if you are a nationwide food
distributor, and you are doing business on a last-in, first-out basis, that
you are likely to experience a sharp inventory profit when there is a
sharp change in food prices, or inventory loss conversely if it goes
down sharply. Would that be true?

Mr. MueLter. Yes. But that will have no

Representative Browx of Ohio. All right. The little operations in
this community are a lot more flexible, because they frequently buy
their beef off the farm, grind it up, and have hamburger at a much
lower price than the chain operation can have it because the chain
operation made arrangements perhaps for their hamburger out of
Chicago and the contract is let 2 months ahead of time or 3 months
ahead of time.

They have a price factor that has to stick with that hamburger as it
goes through their chain operation. I was trying to remember in the
situation I described to you whether the nationwide chainstore oper-
ated in our community in October of 1974.

The only thing I can tell you is that they are not in the community
now. The guy that drove them out was the guy with the six chainstore
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outlet or six-store outlet. He is currently in trouble because he is now
being competed with from both ends by the two-store man and the
regional chain operator.

1t is such a volatile profit, pricing, and availability of commodities
kind of business—I must say I don’t understand it—that I can’t under-
stand why the big chain got driven out after 1974 or about 1974 by a
guy who 1s now in some trouble in that community because he is getting
pressure from two other kinds of food operations. I really don’t under-
stand from your study how that can be, because your study seems to
come to the conclusion that by all rights the only store we should have
left is the nationwide chain operation. It isn’t the case.

Mr. MueLLER. No. On the contrary, we show that when large chains
are unable—if you want to characterize it that way—unable to
compete effectively because of whatever reason in a situation such as
you described, they would have low profits and low prices. They don’t
win every battle; but, the long-term trend suggested they are winning
more than they are losing as indicated by their increasing share of the
business.

Representative Browx of Ohio. My time is up, but what I am sug-
gesting is: If you took 1 month in this continuing struggle of who has
the food market leverage in one community, it might skew your-study
rather significantly because what was going on 3 years ago isn’t going
on there today. It changes with the changing times, availability,
what’s happening in the total consumer price index, the wholesale
price of food, the farmers, and the whole spectrum of things that im-
pact on food, production, and sales.

Mr. MueLter. Well, in our price analysis based on computer pro-
grams we did analyze these short-run effects. We have a volatility in-
dex as a variable.

Our analysis is significant without it in there, but it is more sig-
nificant with it in. That would have reflected the situation you de-
scribed.

If the leading firms were experiencing increasing or decreasing mar-
ket share, this 1s an indication that competition is

Representative Browx of Ohio. Could I just ask a question
directly ¢ Why didn’t you take a 2-year study and do it on that basis?

Mr. Martox. We would have loved to if we had had the data on
prices. We had 5-year data on profits and examined that full period
in the analysis.

Representative Browx of Ohio. Do you think the data could
have been different from what you got ona 1 month?

Mr. Mariox. The data would have been different, but the results the
same. The chances of coming up with the relationships we did by
chance for a 1-month study are extremely small. If we had had 1 whole
year or 2 years of price data we could have averaged, and I would have
expected the relationships to have been stronger.

Representative Loxe. It seems to me that either I didn’t understand
it correctly or that the line of questioning as to the absolute level of
prices is really relatively insignificant here.

Mr. Mariox. The latter is correct.

Representative Long. The thing you were attempting to determine
was the relative difference in prices between markets, rather than
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the absolute level of prices. I assume that the base you used is
representative; I have got to believe that it is. I Jooked at the Depart-
ment of Agriculture report and they had only 17 or 19 cities—19 cities,
I guess—in that report. You have 32 in yours, and this seems to me to
indicate a much greater degree of representatives than found in any
prior report.

I assume that both of you gentlemen are absolutely convinced—in-
sofar as you can be when you are dealing with statistics—as to the
reliability of the statistics in the period that you used to support the
conclusions that you drew ; is that correct? :

Mr. MurrLer. That is correct. Your characterization is precisely
what we were concerned with. Not looking at prices over time, but
rather looking at prices across markets at a point in time.

Representative Loxa. We will go into this further. If it is agreeable,
what we will try to do is go through and try to finish here. We can
spend another hour at it. :

I would like to ask our panel members to come forward, if they
would.

Mr. Goldberg, I would like to ask you to lead off.

Mr. Goldberg is a Moffett professor of agriculture and business at
the Graduate School of Business Administration, Harvard Univer-
sity. We are pleased to have you here. Mr. Goldberg has had an oppor-
tunity to review the report at the request that we received from the
Food Marketing Institute. He is not here as an employee of the Food
Marketing Institute. although his appearance is at that organizations
specific request. He is an outstanding scholar in his field. -

Mr. Goldberg, we are glad to have you. Would you proceed ?

STATEMENT OF RAY A. GOLDBERG, MOFFETT PROFESSOR OF
AGRICULTURE AND BUSINESS, GRADUATE SCHOOL OF BUSINESS
ADMINISTRATION, HARVARD UNIVERSITY, APPEARING AT THE
REQUEST OF THE FOOD MARKETING INSTITUTE

Mr. Gorpeere. Thank you, Congressman Long and members of the
committee. I appear before your committee to provide one perspective
of the Mueller-Marion study on the profit and price performance of
leading food chains in 1970 and 1974.

In my research and teaching activities, my purpose is to train private
and public managers in administration in order to improve the per-
formance of individual participants in the food system in response
to the changing economie, political, and social demands of consumers.

Therefore, our perspective is one that tends to take into consideration
the requirements of the many participants in the food system, labor,
producer, processor, retailer, financier, and farm suppliers as they
coordinate their activities to respond to consumer needs.

My principal concern in reading the original and current draft of
the study is noted in my letter of November 15, 1976, and March 14,
1977, to the JEC is that the authors ignored the studies and practical
information that lead to cost and competitive patterns different from
those they have assumed in their study. .

In addition, they have ignored their own excellent words on the
caution one must take in making assumptions about chain pricing
based on 39 observations of 8 chains in 1 month in 1974.
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Parenilietically, I might add that when it came to writing conclu-
sions, they didn’t reiterate cautions. They did not put their cautions
very close to the conclusions. If they did, the reader would have a dif-
ferent perception of the study.

Also, in their footnote on page 2, chapter 4, in the earlier draft of the
study, they noted that in the Canadian study from which they quoted,
“No correlation was found between four-firm concentration and oper-
ating expenses.”

The first point I would like to make concerns labor costs. Labor costs
in all food marketing had a 10-percent increase in 1974, but for food
retailing including restaurants, labor costs rose 22 percent. Not all
labor costs are the same. They may vary between areas, between labor
contracts, and between union and nonunion wage rates.

One of the most profitable chains cited in the study has 95 percent
nonunion labor. Retail clerks in 1974 had a rate of $5.81 per hour in
one city and $3.90 per hour in another, both union rates, by the way.

In 1973, the range was $5.27 to $3.50 and the high city in each year
was different.

In my hometown of Boston, Mass., 40 percent of the retail market
is organized, 60 percent is nonunion. One reliable industry source
estimates that 55 percent of the 20-percent gross margin cost is labor
cost and that the nonunion differential in the form of restrictions,
benefits and pensions would amount to 1 percent on sales difference
between the two types of operators.

Similarly, a St. Louis operator indicates that 67 percent of their
total cost of doing business is labor. He pointed out that retail clerks
in St. Louis for a 40-hour week averaged $300 in 1976 whereas in
Mjiami they averaged only $159.

More important than just the labor cost differences between areas in
union and nonunion labor rates are the work restrictions in some
cities such as St. Louis where retailers cannot buy boxed beef, pre-
packaged chickens, or have central meat operations. Costs in different
lTocations involve more than market structure differences. They also
involve the nature of the labor market that represents 55 to 67 per-
cent of the costs.

TRANSPORTATION COSTS

In a 1974 Governors Commission on Food for the Commonwealth
of Massachusetts, a nonpartisan report organized by a Republican
Governor and implemented by a Democratic Governor, it was noted
that Boston is one of the 4 highest of 38 metropolitan areas in the
United States with respect to food costs. It was shown that the main
reason for the food costing more in Massachusetts and New England
was the high cost of transportation.

T hope you will permit a portion of that report which is attached
to this statement to appear in the record.

Similarly, 2 more recent study in 1976 by Department of Agricul-
ture employees, Grinnell, Crawford, and Feaster indicated the same
l[mhit as well as taking exception to the Mueller-Marion hypothesis

sic].

I realize that Professor Marion and Professor Mueller don’t think
too much of that study, but nevertheless it did come up with the
opposite conclusion. The fact they didn’t even note it bothered me.
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.

EXCESS CAPACITY

Excess capacity in the food distribution of the United States is an
overriding factor in determining the future shape and structure of
the supermarket industry in 1980. :

In an excellent study by Prof. Robert Buzzell and Prof. Walter
Salmon of my faculty, underwritten by Circle magazine [sic]. a divi-
ston of the New York Times, and presented at an annual meeting of
the National Association of Food Chains at the expense. by the way, of
Circle magazine and the New York Times, not the Association of Food
Chains, the effects of this excess capacity were set forth. To quote:

“Concurrent with the growth of super-stores and convenience stores,
price competition intensified. This situation reflected growing idle
capacity in food distribution.

“From 1968 to 1972, sales per square foot adjusted for inflation
actually declined by 1.9 percent. It also reflected growing recognition
that additional volume could be achieved at only modest additional
expense. This situation encouraged selected food store operators to in-
itiate price wars in the hope of capturing and retaining additional
share of market. It quickly became apparent that, even in a period of
prosperity”—that was before our current recession—“with food stores’
prices rising more slowly than the overall cost of living index, addi-
tional patronage was attracted by strong price appeals.”’

Again, I have included the entire report of Professors Buzzell and
Salmon as part of this overall report to you.

Lixcess capacity is not a barrier to entry but rather leads to.more
competition by the independents. The A. & P. selling of stores to local
managers is but one indication of this.

In a way, A. & P. is forming a giant cooperative of independent
managers which is probably a good way, and is another recommenda-
tion that Professor Mueller and Professor Marion might want to add
to their excellent ones.

Anyway, the quotation from Buzzell and Salmon is as follows:

A second aspect of industry structure involves who will own the selling points.
The most significant issue in this area is whether chains or independents will
gain in market share. The thrust of this study is that the chain share of market
will level out or even decline slightly. There are several reasons for this con-
clusion.

First, independents through affiliation with cooperative or voluntary whole-
salers have gained the staff services and, in many instances, even the financial
muscle formerly available only to the chains. .

Second, independents are not as frequently unionized as the chains. This situa-
tion may result in somewhat lower wage rates. Such differences are.important.
particularly in the operation of the consumer desired and labor-intensive service

departments. .
In addition. the lack of union restrictions for independents may result in

greater flexibility in hours of operation.® .

Other weaknesses in the study are the fact that items such as meat,
produce, dairy, frozen foods, health and beauty aids which amount to
over 50 percent of the supermarket volume could show different profit
patterns as would the selection of other divisions, and the size of store
used by the participants with the higher market share.

1 “The Consumer and the Supermarket—1980,” p. 13.
21Ibid, p. 24.
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One of the reasons A. & P. is having so much trouble is not because
of their huge market share, it, is because of their very small stores.
Some of these weaknesses are acknowledged by the authors and
then ignored in reaching their conclusions. That I don’t understand.

By the way, this view of mine is shared by Professor Buzzell of
Harvard University, who at my request and on a confidential basis,
maintained the confidentiality requested by the committee, reviewed
the study and had the following observations:

“QOne, the inference that food chains with large relative market
shares tend to have both higher profits and higher operating ex-
penses seems very tenuous to me.”

I think it is important here to make sure that Buzzell is not arguing
that market share and profits go together. What he is arguing is
whether both higher profits and higher operating expenses may go
together.

“The authors are saying, in effect, that there are no real economies
of scale in food retailing. The basis for this is a comparison of the
results of the separate profit and price regressions which, as the au-
thors acknowledge, are based on different samples.”

Although the authors assert that “other studies show relationshi
between market power and inefficiency, my own experience”—this is
Buzzell speaking—*“is quite the reverse.”

“Certainly our analysis of the relationship between market share has
shown that a large share of businesses tend to enjoy economies of
scale reflected in lower operating expense and better utilization of
facilities. .

“In food retailing specifically, it is generally believed, although
perhaps not documented publicly, that large share of local market
brings with it operating economies in warehousing, delivery, super-
vision, and advertising costs, among others.

“Obviously, this point is a crucial one, If chains with large market
shares are profitable because of economies of scale, then the alleged
monopoly overcharges may not exist or may be much less in magni-
tude than the authors claim.”

The important thing here is that I don’t think anyone really
knows, sir. I don’t think the authors of the article who wrote this
statement to me or anybody else really knows the answer to the ques-
tion, but the real problem is to make an assumption and say that that
is the answer. Buzzell also said, “The authors use a base point of CR,
equal 40 and relative share equal 25 as a standard for determining
‘monopoly over charges.’ I don’t understand the rationale for this
‘base point.” According to table 1.3, why is 40 used as the basis for
a computation of overcharges?” I thought I should raise the same
question he raised.

The third point Buzzell makes is that the regression models used
to explain variations in profits and prices do not include some poten-
tially important variables. The variables include :

Differences in product mix, especially the extent of nonfoods; inter-
market differences in wage rates, extent of unionization, real estate
costs, and general level of consumer prices.

Finally, what are the implications of the study for antitrust
enforcement ?

96-514—77T—5
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First of all, I might say that I thought the suggestions made by
Professor Mueller are good ones. I find no fault with trying to improve
competition in the United States, but the implications of this study
for antitrust enforcement is that if one takes into account an excess
capacity, changing labor markets, union versus nonunion competi-
tion, chain versus independent competition, then food retailing is one
segment of the food system that should remain extremely competitive
over the next several years.

This study would have been useful if it had taken into consideration
other studies related to it, and most important of all to me, had taken
into consideration the total food system and the economic environ-
ment in which this analysis was made.

This committee has a reputation for being nonpartisan. It has
reason to study and be concerned with concentration. There are also
many studies that indicate a correlation between profits and market
share.

Unfortunately, this particular study has not taken into considera-
tion so many factors that lead to the opposite conclusion with respect
to cost assumptions by the authors that 1t may tend to discredit other
valuable studies that point up the necessity of maintaining creative
competition responsive to changing consumer needs.

I have taken more than my time, but I would like to say if you do
read the Buzzell and Salmon report very carefully, you will find differ-
ent answers to the questions that were raised earlier in this morning’s
hearings.

[The comments on Mr. Goldberg’s testimony by Messrs. Mueller and
Marion and the prepared statement of Mr. Goldberg follow :]

CoMMENTS oN TESTIMOXNY OF RAY A. GOLDBERG BY WILLARD F. MUELLER AND
Bruce W. MARION

At the request of the National Association of Food Chains (now Food Market-
ing Institute) the Joint Economic Committee asked Mr. Goldberg to review a
pre-publication version of the Report in the fall of 1976. In his initial review
of the Report, Mr. Goldberg raised several points for consideration and com-
mented, “. . . the report is a very scholarly work, very thorough and well docu-
mented”. Most of his criticisms were minor, in our judgment, and are dealt with
in footnote 6 of chapter 4 of the Report.

In an unsolicited follow-up review of the Report on March 14, 1977, Mr. Gold-
berg reflects a change of heart. Although the Report had been changed little
from the earlier version he reviewed, Mr. Goldberg now finds that, “the con-
clusions of the authors are open to attack because other reputable studies have
shown different and in some cases even opposite relationships. The authors have
jumped to eonclusions with insufficient and/or unrelated data”. The latter letter
was sent during the period the Food Marketing Institute was organizing its
efforts to discredit the report, and echos several of the criticisms made by FMI
economist, Mr. Hammonds.

In his testimony on March 30, 1977, Mr. Goldberg reiterated several of the
criticisms raised in his two review letters. His criticisms will be answered in
the order they are given.

1. The study fails to consider differences in wage rates and in the degree of
unionization in different markets and geographic regions (Goldberg, p. 1-2).

Although we have been unable to examine the influence of unionization, wage
rates were included in our price models and were not significantly related to
grocery prices. (See Comments to Hammonds, C.2.)

2. The study fails to consider differences in transportation costs (Goldberg,
p. 2). (See Comments on Hammonds, C.2.)

3. Inadequate attention is given in the study to the competitive influence of

excess capacity (Goldberg, p.2,3).
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Goldberg bases his argument on a report written by Buzzell and Salmon for
Circle Magazine. See our discussion of this report in Comments on Hammonds,
E., Buzzell-Salmon Report.

4, The study findings indicate no economies of scale in retailing as a firm's
market share increases. This is contradictory to conventional wisdom and to a
study by Buzzell, Gale and Sulton (Goldberg, p. 3).

e have not claimed that our study provides conclusive evidence that scale
economies are nonexistent in food retailing. Some scale economies may exist as
market share increases but be offset by increases in other expense categories due
to the greater emphasis on non-price competition. Potential scale economies also
may not be captured due to a relaxation of cost controls by firms with large
market shares. Thus, although our study results suggest that retail expenses
per dollar of sales increase as firm market share increases, the study provides
no direct information on why this is so.

The Buzzell, Gale and Sulton study referred to by Goldberg examined the
relationship of market share to the various cost factors of 620 divisions of 57
large companies from a variety of industries. The data and analytical procedures
used in this study are extremely crude. The mixed results concerning scale
economies are therefore difficult to interpret.

5. The choice of CR, of 40 as the competitive norm is questionable when the
average CR. for all SMSAs was 52.1 in 1972 (Goldberg, p. 4). (See Comments
on Hammonds, A.)

6. The regression models for profits and prices do not include some potentially
important variables such as differences in product mix and intermarket differ-
ences in wage rates, extent of unionization, real estate costs and general level
of consumer prices (Goldberg, p. 4).

The product mix of supermarkets does vary some from one geographic area
to another. However, there is no reason to expect product mix to be systematically
related to market concentration or relative firm market share in such a fashion as
to be responsible for our findings based on a market basket whose mix does not
change among markets.

The other “important variables” were referred to under 1 and 2 above and
are discussed in our comments on Hammonds, C. 2.

PREPARED STATEMENT OF RAY A. GOLDBERG

Mr. Chairman and Members of the Committee, I appear before your committee
to provide one perspective in evaluating a previous and current draft of the
Mueller-Marion Study on “The Profit and Price Performance of Leading Food
Chains, 1970-74”. In our research and teaching activities our purpose is to
train private and public managers in administration in order to improve the
performance of individual participants in the food system in response to the
changing economic, political, and social demands of consumers. Therefore, our
perspective is one that attempts to take into consideration the requirements of
the many participants in the food system—Ilabor, producer, processor, retailer,
financiers, and farm suppliers—as they coordinate their activities to respond
to consumer needs.

My principal concern in reading the original and current draft of the Study,
as noted in my letters of November 15, 1976, and March 14, 1977* to Mr. Tyler,
of the committee staff, is that the authors ignored important studies and practical
information that lead to cost and competitive patterns different from those they
have assumed in their Study. In addition, they have ignored their own excellent
words on the caution one must take in making assumptions based on 39 observa-
tions of three chains in one month in 1974. Also, in their footnote on page 2 of
Chapter IV in the early draft of their Study, they noted that in the Canadian
Study from which they quoted, “No correlation was found, however, between
four-firm concentration and operating expenses.”

LABOR COSTS

Labor costs in all food marketing averaged a 10 percent increase in 1974,
but for food retailing and restaurants, labor costs were 22 percent higher. Not all
labor costs are the same; they may vary between areas, between labor contracts,

1 See attached letters to this statement.
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and between union and non-union wage rates. One of the most profitable chains
cited in the Study has 95 percent non-union labor. Retail clerks in 1974 had a
rate of $5.81 per hour in one city and $3.90 per hour in another. In 1973 the range
was $5.27 to $3.50 and the high city in each year was different. In Boston, Mass.,
40 percent of the retail market is organized, 60 percent is not. One reliable in-
dustry source estimates that 55 percent of the 20 percent gross margin cost is
labor cost and the non-union differential in the form of restrictions, benefits
and pensions would amount to 1 percent on sales difference between the two
types of operators. Similarly, a St. Louis operator indicates that 67 percent of
their total cost of doing business is labor. He pointed out that retail clerks in
St. Louis for a 40-hour week averaged $300 in 1976, whereas in Miami they
averaged only $159. More important than just labor costs differences between
areas and union and non-union labor rates are the work restrictions in some
cities such as St. Louis, where retailers cannot buy boxed beef, pre-packaged
chickens, or have central meat operations. Costs in different locations involve
more than market structure differences, they also involve the mnature of the
labor market that represents 55 percent to 67 percent of the cost.

TRANSPORTATION COSTS

In a 1974 Governor’s Commission on Food for the Commonwealth of Massa-
chusetts, it was noted that Boston is one of the four highest of 38 metropolitan
areas in the United States with respect to food costs. It was shown that the
main reason for food costing more in Massachusetts and New England was
the high cost of transportation. Similarly, a more recent study in 1976 by
Grinnell, Crawford, and Feaster indicated the same point as well as taking
exception to the Mueller-Marion hypothesis, and I quote :

“Models I and II show that when price changes due to time are removed,
distance (from production areas) is very important in explaining intercity
price variation while 4, 8 and 20 firm concentration ratios are not significant
and may be inversely related to price.” * ] .

EXCESS CAPACITY

Excess capacity in the food distribution function in the United States is an
overriding factor in determining the future shape and structure of the super-
market industry in 1980. In an excellent study by Professors Robert Buzzell and
Walter Salmon, underwritten by Circle Magazine, a Division of the New York
Times, and presented at an annual meeting of the National Association of Food
Chains, the effects of this excess capacity were set forth:

“Concurrent with the growth of super-stores and convenience stores, price
competition intensified. This situation reflected growing idle capacity in food
distribution. From 1968 to 1972, sales per square foot adjusted for inflation
dctually declined by 1.9 percent. It also reflected growing recognition that addi-
tional volume could be achieved at only modest additional expense. This situa-
tion encouraged selected food store operators to initiate price wars in the hope
of capturing and retaining additional share of market. It quickly became ap-
parent that, even in a period of prosperity with food stores’ prices rising more
slowly than the overall cost of living index, additional patronage was attracted
by strong price appeals.” ?

, Excess capacity is not a barrier to entry but rather leads to more competition
by the independents. The A&P selling off of stores to local managers is but one
indication of this, as Buzzell and Salmon indicate :

“A second aspect of industry structure involves who will own the selling
points. The most significant issue in this area is whether chains or independents
will gain in market share. The thrust of this study is that the chain share of
market will level out or even decline slightly. There are several reasons for this
conclusion. First, independents through affiliation with cooperative or voluntary

2 “Analysis of the Impact of Market Characteristics on City Food Prices” by Gerald E.
Grinnell, Terry L. Crawford, and Gerald Feaster. American Agricultural Economics Associa-
tion Annual Meeting, Aurust 1976, Pennsylvania State University.

. 8 “The Consumer and The Supermarket-1980.” Prof. Robert Buzzell and Prof. Walter Sal-
mon, Harvard Business School, Circle Family Magazine, 1976, page 13.
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wholesalers have gained the staff services and, in many instances, even the fi-
nancial muscle formerly available only to the chains. Secondly, independents are
not as frequently unionized as the chains. This situation may result in somewhat
lower wage rates. Such differences are important, particularly in the operation
of the consumer desired and labor-intensive service departments. In addition,
the lack of union restrictions for independents may result in greater flexibility
in hours of operation.” *
OTHER WEAKNESSES

Other weaknesses in the Study are the fact that items such as meat, produce,
dairy, frozen foods, and bealth and beauty aids which amount to over 50 percent
of the supermarket volume could show different profit patterns, as would the
selection of other divisions, and the size of store used by the participants with
the higher market shares. Some of these weaknesses are acknowledged by the
authors then ignored in reaching their conclusions. This view is shared by
Professor Buzzell of Harvard University, who at my request and on a con-
fidential basis reviewed the Study and had the following observations:

1. The inference that food chains with large relative market shares in con-
centrated markets tend to have both higher profits and higher operating ex-
penses seems very tenuous to me. The authors are saying, in effect, that there
are no real economies of scale in food retailing, The basis for this is a comparison
of the results of the separate profit and price regressions which, as the authors
acknowledge, are based on different samples. Although the authors assert that
“other studies” show a relationship between “market power” and inefficiency,
my own experience is quite the reverse. Certainly our analyses of the relation-
ship between market share and profitability in the PIMS project have shown
that large-share businesses tend to enjoy economies of scale, reflected in lowet
operating expenses, and better utilization of facilities. (See the article by Buz-
zell, Gale, and Sultan, “Market Share—A Key to Profitability,” Harvard Busi-
ness Review, Jan.—Feb. 1975). In food retailing specifically, it is generally be-
lieved (although perhaps not documented publicly) that large share of a local
market brings with it operating economies in warehousing, delivery, supervision,
and advertising costs, among others. Obviously, this point is a crucial one: if
chains with large market shares are profitable because of economies of scale,
then the alleged “monopoly overcharges” may not exist or may be much less in
magnitude than the authors claim.

9 The authors use a “base point” of CR.=40 and Relative Share=25 as a
standard for determining “monopoly overcharges.” I don’t understand the ra-
tionale for this “base point.”” According to Table 1.3, the average CR. for SMSA’s
was 52.1 in 1972. Why is 40 used as a base for computation of “overcharges’ ?

3. The regression models used to explain variations in profits and prices do
not include some potentially important variables:

(1) Differences in product mix, especially the extent of non-foods.

(2) Intermarket differences in wage rates, extent of unionization, real estate
costs, and general level of consumer prices.

IMPLICATIONS FOR ANTI-TRUST ENFORCEMENT

The implications of this Study for anti-trust enforcement is that if one takes
into account excess capacity, changing labor markets, union versus non-union
competition, chain versus independent competition—then food retailing is one
segment of the food system that should remain extremely competitive over the
next several years. This Study would have been useful if it had taken into con-
sideration other studies related to it and had taken into consideration the total
food system and the economic environment in which this analysis was made.
This Committee has a reputation for being non-partisan. It has reason to study
and be concerned with concentration. There also are many studies that indicate
a correlation between profits and market share. Unfortunately, this particular
Study has not taken into consideration so many factors that lead to the opposite
coneclusion with respect to cost assumptions by the authors—that it may tend
to discredit other valuable studies that point up the necessity of maintaining
creative competition responsive to changing consumer needs.

Attachments.

¢ Ibid., page 24.
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CONGRESS OF THE UNITED STATES,
JoiNT EcoNoMIC COMMITTEE,
Washington, D.C., September 24, 1976.
Prof. Ray A. GOI.DBERG,
Harvard University,
School of Business Administration,
Boston, Mass.

DrEARr PrOFESSOR GOLDBERG : I am delighted that you are willing to evaluate the
attached Report to the Joint Economic Committee by Bruce Marion, Willard
Mueller and others at the University of Wisconsin. This evaluation is exclusively
for the JEC and at the request of the National Association of ¥Food Chains.

Messrs. Marion and Mueller have been asked to make all data available to
you upon request. They can be reached in Madison at (608) 263-4176.

This Report and its conclusions must remain confidential while in your pos-
session. Some of the data utilized in its preparation is confidential. And, the
unauthorized release of it to anyone or to any organization would be a clear
and specific violation of Committee rules. Of course, only data presented in
the final version of this Report eventually released by the JEC will be available
for your future public use.

Because the Committee’s membership will be revised in January, please con-
sider November 1, 1976, a deadline for your evaluation.

Thank you, again.

Sincerely,
GEORGE R. TYLER, Economist.

HARVARD UNIVERSITY,
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION,
GEORGE F. BAKER FOUNDATION,
Boston, Mass., November 15, 1976.

Mr. GEORGE R. TYLER,
Economist, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

DeEArR MR. TyLEr: Thank you so much for your letter of September 24 and
for our phone conversation of last week. I am also sending a copy of this
letter and my statements to Mr. Bruce W. Marion and Mr. Willard F. Mueller,
905 University Avenue, University of Wisconsin, Madison, Wisconsin 53707.
As I indicated to you, there were a few questions which I clarified with them
over the phone on Friday, November 12. As per your original letter of Septem-
ber 24, all of the material I have been reviewing will be naturally treated as
confidential until any or all of it is made public.

First, I think the report is a very scholarly work, very thorough and well
documented. At the same time, through no fault of the authors, there are areas
that might have been explored further, and in that exploration they either add
additional evidence to their conclusions or result in slightly different priorities
and different answers. The items that I feel require additional analysis or
require taking into consideration are as follows :

1. The cost factors were not examined in the study so many inferences
had to be made by the authors with respect to them. They assumed that
where there were higher prices and higher concentration and still the profit
levels did not rise very quickly that this meant that the larger firms may have
been competing with a variety of costly services to get the consumers’ attention
or using additional advertising, etc. I believe that a different scenario was
probably taking place at that time than the one that they suggested, namely,
that costs were rising rather rapidly in the industry due to the fact that during
the freeze period, or price control period, wages were held down at an unusually
low level. For example, labor costs in all food marketing averaged a 10 percent
increase in 1974, but for food retailing and restaurant labor, costs were 22 per-
cent higher than in 1974 than in 1973 and labor costs account for more than 50
percent of total retail and institutional costs in the food spread analysis.
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The other factor that was important during this period is that the industry
itself is in an excess capacity situation. This means that profits are under
tremendous pressure as every retailer attempts to get volume in his or her
store. The excess capacity probably works to the advantage of the larger and
stronger firms. On the other hand, to try to soak up that excess capacity, they
may acquire smaller chains but in the process create a high cost structure
which then invites the independents to come in and become successful compet-
itors to them. This excess capacity, I believe, will continue into the next decade,
and to support this contention as an appendix to this brief report, I am enclos-
ing an analysis made by two professors at the Harvard Business School on the
industry about a year ago. As recently as the Business Week edition of Novem-
ber 22, 1976, which has just been released, the price wars pertaining to ﬁr_ms
such as Safeway are reported on pages 54 and 55 of that magazine, which begins
to substantiate some of these predictions.

2. Although the study is a thorough one, it is so broad that it is difficult
for it to take into account the various structural differences in various firms.
For example, one does not know whether the concentration in one area is
by a firm that has many small stores competing with more efficient smaller
firms that have larger stores and therefore may be at a competitive disadvan-
tage rather than advantage, even though the market share at that particular
moment in time may be higher.

3. Another area that is not clear is the impact of inflation. Many of the
firms had increased profits because of inventory increases. Some firms opted for
a Lifo method which spread out the value of these jnventory profits, others did
not. Again, this particular item would confuse some of the findings.

4. The fact that the spread widened between private label and branded items
is a plus for the consumer, because all costs were rising at that time and, there-
fore, the widened differential would mean one form of price competition.

5. I don’t believe that the at least temporary new balance of power in favor
of the raw material suppliers was mentioned. It ijs important in the study
and again the farmers’ share increased during much of this time because of raw
material shortages. I dont believe that in the long run this will continue to
oceur, except on a temporary basis. But, nevertheless, because of the excess
capacity in the retailing area, many food retailers are looking at procurement
contracts and long-term relationships there as a means of improving profits
or reducing costs, as well as diversifying their operation.

6. As further corroboration of the fact that cost structure is more important
than was given credit in this study was the footnote to the Canadian study
where it was stated that no correlation was found between four firm con-
centration and operating expenses, and frankly I would think that it was a
correct conclusion. I believe that the market structure differences between
individual firms are actually more important than the concentration ratios.
I also believe that the excess capacity environment of this industry means that
it will continue to be extremely competitive in spite of concentration ratios
in local areas. I also believe that labor attempting to play catch-up because of
being held down during the price control programs are not only playing catchup
for those programs but are also still trying to keep up with a lower but still
inflationary pressure.

The report is an excellent one, but I feel that it does need to take into
consideration the other factors that I have mentioned. That is not to say that
one should not be aware of the continued danger of monopoly control in the
industry or monopoly pressure. I think we are fortunate, however, that the
industry itself has so many technological and excess capacity pressures, as well
as unique managerial control pressures at the local level, that this should remain
a highly competitive industry. but one, nevertheless, that continues to need to be
monitored carefully by capable and informed people as the authors of this par-
ticular study are.

T hope these few comments and to the excellent paper that has been presented
for you and put it into a broader perspective than the one I feel was left at the
end of the summation of this particular study. I hope these few remarks are
useful to you.

Sincerely,
RAY A. GOLDBERG.
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HARVARD UNIVERSITY,
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION,
GEORGE F. BAKER FOUNDATION,
Boston, Mass., March 14, 1977,
Mr. GEORGE R. T'YLER,
Economisli;, Joint Economic Committee, Congress of the United States, Washing-
ton, D.C.

DEear MR. TYLER: In your letter of November 24, 1976, you indicated that my
critique of the Mueller-Marion draft would be taken into consideration by the
authors. It is my understanding that, unfortunately, this is not the case; there-
fore, I am expanding my original critique. What I am saying is that the con-
clusions of the authors are open to attack because other reputable studies have
shown different and in some cases even opposite relationships. The authors have
jumped to conclusions with insufficient and/or unrelated data.

There are three main areas that need to be examined and that lead to my
strong concern.

I. Profit

The whole question of profit was based on inadequate data.

(a) First they rely on profit on sales rather than on assets or equity—the for-
mer being a poor and many times misleading indicator of the profitability of the
firm,

(b) They threw out two low profit years of 1972 and 1973—all firms were af-
fected by price controls not just chains.

(¢) There is no way of knowing how SMA areas and division areas correlate.

(@) There is no way of knowing how representative division analysis is of"
profit for the total firms.

(e) Mr. Kenneth Farrell, Deputy Administrator of the Economic Research
Service, U.8.D.A. states: “Based on the earnings performance of food companies,
profits cannot be logically used as a major explanation for the magnitude of the
increase and upward trend in farm-retail price spreads or retail food prices.”!

(f) Excess capacity in the industry has put tremendous downward pressure on.
profits and was ignored by the authors. For example, note Professors Buzzell and
Salmon’s statement : “Concurrent with the growth of super-stores and convenience
stores, price competition intensified. This situation reflected growing idle capacity
in food distribution. From 1968 to 1972, sales per square food adjusted for infla-
tion actually declined by 1.9 percent. It also reflected growing recognition that
additional volume could be achieved at only modest additional expense. This:
situation encouraged selected food store operators to initiate price wars in the
hope of capturing and retaining additional share of market. It quickly became-
apparent that, even in a period of prosperity with food stores’ prices rising more-
slowly than the overall cost of living index, additional patronage was attracted
by strong price appeals.” 2

(9) Excess capacity is not a barrier to entry but rather leads to more compe-
tition by the independents. The A&P selling off of stores to local managers is but
one indication of this, as Buzzell and Salmon indicate : “A second aspect of indus-
try structure involves who will own the selling points. The most significant issue
in this area is whether chains or independents will gain in market share. The
thrust of this study is that the chain share of market will level out or even decline
slightly. There are several reasons for this conclusion. First, independents through
affiliation with cooperative or voluntary wholesalers have gained the staff serv-
ices and, in many instances, even the financial muscle formerly available only
to the chains. Secondly, independents are not as frequently unionized as the-
chains. This situation may result in somewhat lower wage rates. Such differences
are important, particularly in the operation of the consumer desired and labor-
intensive service departments. In addition, the lack of union restrictions for
independents may result in greater flexibility in hours of operation.” ®

(k) Previous studies indicate correlation between market share and profits but
not between market share and costs. For example, in the Mueller and Marion
Study a footnote on the Canadian Study cited indicated that no correlation was
found between four firm concentration and operation expenses.

1“Market Performance in the Food Sector,” ERS 633, U.S. Government Printing Office
1977 0-241-456/ERS-16.

2*The Consumer and The Supermarket—1980.” Professor Robert Buzzell and Professor
Wa]{e{dSalmoné Harvard Business School, Circle Family Magazine, 1976, page 13.

3 Ibid., page 24.
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II. Price analysis

(@) Attempting broad conclusions based on 39 observations of three chains on
94 items for 1 month seems to be very tenuous.

(b) The authors exclude meat, produce, dairy, frozen foods, and health and
beauty aids—over 50 percent of a store’s product mix which could lead to a com-
pletely different price analysis.

(¢) The authors complain that two stores having identical prices are not com-
peting—other economists have argued that this would indicate intense compe-
tition.

III. Relationship of Price to Profits

In this area the authors have escluded critical variables such as:

(a) Labor costs and unionization for chains and non-unionization for inde-
pendents. (Parenthetically there was a major union settlement in October of
1974 in the one area of their study which was much higher than in other parts
-of the country leading to a high cost differential.)

(b) Distance from farm production areas also affect the cost of food as the
Massachusetts Food Commission Report (1974) indicates. Also, see the Grinnell,
Crawford and Feaster Study. “Models I and II show that when price changes due
to time are removed, distance (from production areas) is very important in ex-
plaining intercity price variation while 4, 8, and 20 firm concentration ratios are
Tot significant and may be inversely related to price.” *

(¢) Finally, Professor Buzzell of Harvard University, at my request and on a
.confidential basis, reviewed the study and had the following observations:

1. The inference that food chains with large relative market shares in con-
.centrated markets tend to have both higher profits and higher operating expenses
-seems very tenuous to me. The authors are saying, in effect, that there are no
real economies of seale in food retailing. The basis for this is a comparison of
the results of the separate profit and price regressions which, as the authors
acknowledge, are based on different samples. Although the authors assert that
«other studies” show a relationship between “market power” and inefficiency, my
-own experience is quite the reverse. Certainly our analyses of the relationship
between market share and profitability in the PIMS project have shown that
large-share businesses tend to enjoy economies of scale, reflected in lower operat-
‘ing expenses, and better utilization of facilities. (See the article by Buzzell, Gale,
-and Sultan, “Market Share—A Key ‘to Profitability,” Harvard Business Review,
Jan~Feb., 1975). In food retailing specifically, it is generally believed (although
perhaps not documented publicly) that large share of a local market brings with
jt operating economies in warehousing, delivery, supervision, and advertising
costs, among others. Obviously, this point is a crucial one: if chains with large
market shares are profitable because of economies of scale, then the alleged
“monopoly overcharges” may not exist or may be much less in magnitude than
the authors claim.

9 The authors use a “base point” of CR—=40 and Relative Share=25 as a
standard for determining “monopoly overcharges.” I don't understand the ra-
tionale for this “base point.” According to Table 1.3, the average CR. for SMSA’s
~was 52.1 in 1972. Why is 40 used as a base for computation of “‘overcharges” ?

3. The regression models used to explain variations in profits and prices do
not include some potentially important variables:

(1) Differences in product mix, especially the extent of nonfoods.

(2) Intermarket differences in wage rates, extent of unionization, real estate
costs and general level of consumer prices.

1 pelieve the above information raises serious questions about this study.

Sincerely,
RAY A. GOLDBERG.

Representative Loxe. We will postpone questioning nuntil after we
finish with all three of the panelists. T would like to make one point,
though, Professor Goldberg, if I may. You cite here that the study you
vefer to and rely upon, to the degree that you do, by Buzzell and
‘Salmon, was underwritten by Circle magazine.

4 “Analvsis of the Impact of Market Characteristics on City Food Prices” by Gerald E.
.Grinnell, Terry L. Crawford. and Gerald Feaster. American Agricultural Economies Associa-
tion Annual Meeting, August 1976, Pennsylvania State University.
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The fact of the matter is that the publication itself says it was spon-
sored by the National Association of Food Chains.

Mr. Gorpserc. May I clarify that, sir?

The reason that was done is that Circle magazine wanted the re-
search done. The National Association of Food Chains has an annual
meeting. At that annual meeting, various people are invited to present
their findings; and because these findings were presented at that meet-
ing, they had their name on the cover. There wasn’t 1 cent of financial
support given to this by the National Association of Food Chains.

To clarify the record further, I was also asked to speak at that par-
ticular meeting and so were farmers who grow turkeys and farm co-
operatives and farm suppliers and food processers. So if you want to,
you can say that anybody who attended that meeting might be tainted.
I wanted to clarify that.

Representative Lone. The study you referred to is quite concise. It
says the study was sponsored by the food chains and that Family Cir-
cle selected the particular authors, Buzzell and Salmon, as a result of
discussions with the food chains. I think it is considerably different
when the report itself says that it is sponsored by the food chain as-
sociation rather than someone from the food chains just appearing at
the meeting. I won’t belabor the point.

Mr. GorogErG. I agree with you. I think that was just being courte-
ous to them, sir.

Representative Lone. Mr. Farrell, we would appreciate hearing from
you now. Mr. Farrell is Deputy Administrator, Economic Research
Selarice, Department of Agriculture. He will give his views on the
study.

Mr. Farrell, we appreciate your comments on the report even though
We recognize that you have not yet had a really long time to look at
1t.

STATEMENT OF HON. KENNETH R. FARRELL, DEPUTY ADMINIS-
TRATOR, ECONOMIC RESEARCH SERVICE, DEPARTMENT OF
AGRICULTURE

Mr. Farrerr. Thank you, Congressman Long and members of the
committee.

I am pleased to appear before your committee to comment upon the
report entitled “Profit and Price Performance of Leading Food
Chains, 1970-74,” prepared by Messrs. Marion, Mueller, and others at
the University of Wisconsin. With your permission, Congressman
Long, I will attempt to keep my comments brief.

Representative Loxc. Please proceed as you wish, Mr. Farrell.

Mr. Farrerr. First, I would like to indicate that in my judgment,
the Marion-Mueller study is an important contribution in the agricul-
tural economic literature to a better analysis and to better understand-
ing of the performance of the food industry. I think it is very
significant that for the first time in more than a decade, non-Govern-
ment researchers have had available to them a comprehensive set of
firm and market-specific data with which to conduct empirical anal-
yses of structure-performance relationships at these levels of the food
industry.
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The Joint Economic Committee is to be commended for recognizing
the analytical potential of these data obtained from major food retail-
ers and In making them available for analysis and in supporting this
particular study.

I welcome this report as a means of generating renewed interest,
discussion, and hopefully more research on performance of the food
industry.

Because of the length of the report, and the varied methodology and
data combinations which were used by the authors, more importantly
because of the limited time available to me for examination of the
report, my comments are going to be of a fairly broad general nature
and will be directed primarily at matters relating to the adequacy of
data and analytical methods.

Now, I think it important at the outset to reinforce what the authors
themselves point out in the study; and that is, that there were or are
several limitations to the data and to the methodologies used in the
analysis.

Now, I would mention among those which the authors themselves
point out and are cognizant of the following: One, abnormality of
the time period studied ; two, the lack of a statistically representative
sample of firms and SMSA’s; three, incomplete reporting of prices
and profit data—the profit analysis was based on data for 96 divisions
of 12 chains and the price analysis was based on data for 3 firms in
the 32 SMSA’s—four, the price and profit analyses were based on
different samples; five, available market structure data used in the
profit analyses were for 1972 only ; six, 1 month’s prices were obtained
only for competitively sensitive, as opposed to randomly selected,
items representing grocery products which account for about 49 per-
cent of total consumer expenditures in grocery stores; and seven, the
need to approximate several market structure variables by use of
proxies, including market rivalry, the use of supermarkets, barriers
to entry and establishment differentiation.

T would like to turn to a brief examination of the results of their
price analysis. In my judgment, perhaps the most important technical
limitation of the price analysis is that the authors found it necessary
to compare a firm’s price level and market share in one city with its
or other firms’ prices and market shares in other cities without being
able to control for all of the differences and factors that are poten-
tially important determinants of prices in each city.

For example, costs of goods sold vary among cities because of
transportation differentials from sources of supply. Wage rates also
vary among cities. For example, in 1974, retail clerks’ weekly wages
were $187 in Atlanta compared with $252 in Kansas City. Occupancy
costs may vary significantly among different parts of the country.

Second, as the authors note on page 73 of their report, price data
used in their analysis represented only 49 percent of grocery store
sales and excluded significant meat and produce items which grocery
chains often directly use for price specials to generate store volume.
Different results might have been obtained—and I stress might have
been obtained since we simply don’t know—if data had permitted
price comparisons based on full market baskets of foods including
meat and produce.
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Further, because of the diversity of the products and services pro-
vided in retail food outlets, assuring comparability among products
Tor purposes of price analyses is always difficult. If firms in this par-
ticular study that had higher market shares also offered more nonprice
Tfeatures that consumers desired and were willing to pay for, the con-
<lusion that prices are high solely because of market share needs at
least some qualification.

Fourth, the study compared prices only among leading firms in
various urban areas. Because they did not have price data for non-
leading firms, they could not statistically determine whether a leading
firm had high or low prices in relation to the average for all grocery
retailersin that market.

The authors argue that a firm’s prices are positively related to its
relative market share. I think there is no convincing empirical evi-
dence that this price is above the market average or that it raises the
average price level in that market.

Turning briefly to their profit analysis, as in the case of their price
analysis, the authors were forced by data limitations to estimate profit
relationships with incomplete data. Most notably, they tried to relate
a firm’s profits at the division level to structural characteristics of
standard metropolitan statistical areas included in the division’s serv-
ice area.

The profits data covered the 5 years, 1970~74, although most of the
market structure data were available for only 1972. The authors state—
and I quote, “the period included in the profit analysis was atypical
for the grocery retailing industry by nearly any standard.” We do
know that changes in market structure, including market share, occur
in the very dynamic food industry.

Further, I would point out that differences in firm productivity
could not be taken into account. Relatively efficient firms in our
economy may be rewarded by higher profits, at least in the short run.
‘The National Food Commission stated—and I quote—“Sales per
square foot of selling area was the most important determinant of
fiet margins.”

Because firms with higher market shares tend to have higher sales
per square foot, it is possible that the study or at least the way in which
the authors state their results may overstate market share in explain-
ing profit variations.

The Food Commission also reported that profits. or as they call them.
net margins, of grocery stores depend more heavily upon features of
the individual stores such as its setting, nature of its clientele, and
volume of patronage than specifically or solely on market shares and
other marketwide characteristics. :

"I think it would have been desirable if the authors had been able to
treat such characteristics in a more explicit way in their analysis.

The final limitation of the profit analysis I wish to discuss is the
authors’ conclusion that higher profits of firms with hicher market
shares were the result of both higher prices and reduced efficiency with
the price effect being stronger.

This conclusion in my judgment is not fully supported by the anal-
ysis. Indeed, if T looked at the analysis correctly, the price and profit
analyses used—seemed to use independent nonrepresentative samples.
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With respect to the so-called monopoly overcharges estimated in the
report, you have read the report and have seen their estimate of a
monopoly overcharge of 1.6 percent of sales or §161 million in the
sample that they worked with in 1974. They then use those estimates to
estimate monopoly overcharges to U.S. consumers of $662 million in
1974.

I question these estimates on several grounds: first, as already in-
dicated, it seems likely or at least possible that their estimates of the
relationship between food prices and relative market shares have been
to some degree overstated.

Second, the authors by their own estimates show that some of the
leading firms in the market had price levels below the competitive
norm. I would point out that use of a concentration ratio of 40 and &
relative market share of 25 as a competitive norm selected in their
study for purposes of comparisons, are not really adequately support-
able, although I think Mr. Marion’s elaboration this morning has
helped in that respect.

By using the methods we believe were employed in the study, “mo-
nopoly” overcharges would be reduced by about 25 percent if the com-
petitive norm used as a concentration ratio for purposes of comparison,
was 50 rather than 40.

Finally, I believe that in the strict technical statistical sense, they
do not have a valid sample of firms or markets from which to generate
statistically reliable estimates of monopoly overcharges for the United
States as a whole. Now, that is not to say that their data are incorrect
or that their conclusions are necessarily incorrect. It is to state in my
judgment at least that on purely technical statistical grounds, one
cannot argue that the estimate for the United States as a whole 1s
statistically valid.

With respect to consistency of their analysis with other reports,
which you asked me to address, I think that in several respects there is
consistency between their report and those of the National Commission
on Food Marketing. There 1s general consensus that between the two
studies that net margins to use the Food Commission’s terms, and
profits to use the Marion-Mueller term, increase as market share in-
creases. However, I think it important to point out that the Commis-
sion also found that higher market shares were associated with higher
sales per square foot, a measure of productivity and lower expenses.
In contrast, if I read Marion and Mueller correctly, they suggest that
the expenses, or costs, of leading firms are inflated where high market
shares exist.

The finding that firms with high market shares charged higher
prices is not fully consistent, but I would say not either fully incon-
sistent with the findings of the National Food Commission which
stated that—and I quote—“in 80 comparisons between market share
and price, results were random in nature.” The Commission analyzed
prices in all major food categories and some nonfood categories-also.

THE USDA REPORT DOES NOT REFUTE THE MUELLER-MARION STUDY

Now, mention has been made several times today of a paper pre-
pared in my agency, the Economic Research Service, but not published
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by it, by Grinnell, Crawford, and Feaster ; and the fact that it addressed
the relationships between market concentration and retail grocery
prices using data for 19 large cities for the years 1954, 1958, 1963, and
1967. At this time X will not elaborate on that study except to say that
the two studies are not really comparable. They were conducted using
different types of data, with different kinds of variables, over different
periods of time and for somewhat different purposes. I think that it is
impossible to either confirm or deny the results of the Mueller-Marion
report from the Economic Research Service report. They simply are
two different kinds of reports.

POLICY IMPLICATIONS

Turning briefly to policy implications, I have emphasized some of
the technical limitations that are in the study at least as I see them.
I must admit that one has to read this report many times to be really
sure of what the authors are concluding and the methodologies which
they have employed. As I stated at the outset, it seems to me the au-
thors themselves have acknowledged most of these limitations, and
it is, of course, easy for me or for others to dwell on those limitations
to the detriment of what is in my judgment an important and analyt-
ically innovative study. But bearing in mind the limitations that I have
mentioned, and that such studies sometimes become a basis for policy
and administrative actions by public bodies, it seems to me that cau-
tion in interpretation and application of the results of their study
to public policy is very much in order.

However, I do believe that the study has produced sufficient evi-
dence, albeit qualified, limited evidence, open in several respects to
technical challenge, to warrant continued efforts, if not increased ef-
forts, by public agencies and by researchers to monitor and to further
analyze the performance of the food industry, including but not
limited to the retail sector.

Congressman Long, I want to end my statement on a positive note
by again commending the Joint Economic Committee for focusing at-
tention on this vital area of market performance. T hope that the in-
formation obtained for the study will be made available as a basis for
further work in this area.

Industrial organization theory, as broadly defined, which was the
basis of orienting this study, does provide a useful framework, if ap-
plied pragmatically, for an analysis of some aspects of market per-
formance. The Marion-Mueller study is a constructive application of
that theory in the evaluation of performance of the food sector.

Despite the apparent limitations which I and others have suggested,
the report in my judgment makes a substantial contribution to a
clearer identification of the role and potential impact of an industry’s
structural characteristic on its performance. Of major importance is
the recognition given in the study to the arena in which competition
occurs and where decisions are made that are reflected in profits and
prices of the firm.

I might add parenthetically that the absence of such data in the
past has been a major handicap on the part of my agency and others in
zfi.ddressing the questions of the relationship of structure to per-

ormance.
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The study by its inclusion as well as its lack of firm and individual
market data points up the critical need for access to this type of data
if implications of concentration, market share, and other structural
characteristics are to be fully addressed. i

T am confident that if the research community were given access to
adequate data on the food retailing industry, it could produce research
findings which could be used with considerable confidence in identify-
ing the implications of specific policy decisions or alternatives.

Finally, I believe that the implications of the findings of this study
to consumers, to the retail food industry, and to the broad public
interest of this Nation will spark greater interest and activity in re-
search directed toward structure performance relationships in our

food distribution analysis. .
I would heartily recommend an increase in the effort of such

research.
Thank you.
[The comments on Mr. Farrell’s testimony by Messrs. Mueller and

Marion follow:]

COMMENTS ON TESTIMONY OF KENNETH R. FARRELL BY ‘WILLARD F. MUELLER AND
BrUCE W. MARION

It is important that Mr. Farrell’s testimony be read in its proper context.
Unlike Mr. Hammonds’ strident and unconstructive attack on the Report, Mr.
Farrell’s comments were made in the spirit of constructive criticism. In this
spirit he began his testimony by observing: “First, I would like to indicate
that in my judgment the Marion-Mueller study is an important contribution in
the agricultural economics literature to a better analysis and understanding of
the performance of the food industry.” (Farrell, tr. 94). Moreover, after his
review of the report, Farrell concluded: ‘“The Marion-Mueller study is a con-
structive application of [industrial organization] theory in the evaluation of per-
formance of the food sector.” He further added that, “Despite the apparent limi-
tations which I and others have suggested, the report in my judgment makes
a substantial contribution to a clearer identification of the role and potential
impact of an industry’s structural characteristics on its performance. Of major
importance is the recognition given in the study to the arena in which competi-
tion occurs and where decisions are made that are reflected in profits and prices
of the firm.” (Farrell, tr. 103, emphasis added).

Farrell testified to what he perceived as “several limitations to the data and
to the methodologies used in the analysis.” (Farrell, tr. 95). Farrell emphasized
that the authors noted the various points he raised. However, the casual reader
may infer that we merely made these observations without examining whether or
not they biased our results. A careful reading of our report indicates that not
only did we discuss practically all of the matters raised, but we explained that
jnsofar as the factors mentioned presented problems of statistical measurement,
they tended to bias our results toward zero; i.e., they were not responsible for
gur results, but may have tended to weaken fhe statistical relationships
ested.

Since many of the points raised by Mr. Farrell and his staff are similar to
those of Mr. Hammonds, we shall cross reference our comments where appro-
priate to those we made in response to Mr. Hammonds’ criticisms.

1. The study allegedly did not “control for all of the differences in factors
th%% are potentially important determinants in prices in each city.” (Farrell, tr.
p. 96).

Farrell cited as examples transportation, wage, and occupancy differentials
among cities. We discussed these matters in our response to Hammonds, C.2.

9 ¢ _ . Prices were obtained only for competitively sensitive, as opposed to
randomly selected, items representing grocery products which account for about
49 percent of total consumer expenditures in grocery stores . .. and excluded,
significantly, meat and produce items which grocery chain stores often directly
use for price specials. . ..” (Farrell, p. 95-96).
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The sample of products included in our market basket was not randomly se-
lected. It was limited to those products that were frequently price checked by the
chains in the study—and hence were apparently considered “competitively
sensitive”, While we have acknowledged this possible limitation, we would
expect that these are the products on which retailers have the least pricing dis-
cretion. In anything, the bias in our sample would be expected to understate
the price differences between monopolistic and competitive markets.

Farrell states that the exclusion of meats from the market basket created the
most serious problem. (tr. 138). As we testified, meat was excluded because of the
lack of comparable data. But as we also testified, chains often use meat to dif-
ferentiate their service offerings, some emphasizing expensive cuts and others
more economical cuts. Because of qualitiative differences in their meat products,
it is very difficult to construct a meaningful index of grocery store prices including
meat products. (The problem that service differentiation creates in making price
comparisons is discussed in the Report, pp. 71-72.) We therefore believe that
our index may be superior to one including meat products.

3. “The study compared prices only among leading firms in various urban
areas. Because they did not have price data for nonleading firms, they could
not statistically determine whether the leading firm had high or low prices in
relation to the average for all grocery retailers in the market.” (Farrell, tr. p. 97).

This is an incorrect characterization of the data used in the study. Although
the study dealt with large chains, these chains were not leading chains in each
market included in the analysis. Their individual shares varied widely among
different cities.

Farrell’s statement concerning the “average (price) for all grocery retailers
in the market” reflects a misunderstanding of the relevant market. As we have
repeatedly stressed, we believe all supermarkets in 2 market are the relevant
market within which chains operate. They compete only indirectly with con-
venience stores and small grocery stores. The average price for all grocery re-
tailers in a market would be expected to be above the average price for all super-
markets. While a comparison of a leading firm’s prices with the tatter would have
been meaningful, had data allowed, comparison to the average price for all
grocery retailers is irrelevant, in our judgment.

4. U.S.D.A, economists criticize the Report’s structure-profit analysis because
it allegedly (1) uses aggregated divisional profit data s (2) uses structural data
for 1972 and profit data for 1970-74; (3) covers an atypical time period; and
(4) fails to take account of differences in firm productivity, ete. (Farrell, tr. p.
97-98).

- Farrell says that “it would have been desirable” if the authors had been able
to somehow include in their analysis all of these factors. He gives no rationale
as ‘to how these factors may have influenced the results of the study. The U.S.D.A.
economists apparently are not aware that the problems cited are common to all
studies of this sort, and that it is generally recognized among researchers in the
field of industrial organization that insofar as the omission of such variables
influences the analysis, they tend to result in very weak or no statistically signifi-
cant relationships. Indeed, were all of these matters as important as U.S.D.A.
economists imply, our findings are all the more significant because they find
highly statistically significant relationships despite the omission of these various
factors.

- For our detailed comments on these points see our response to the testimony of
Mr. Hammonds : Introduction; B.1; B.2.

5. Farrell states that the Report’s “monopoly overcharge” estimate may “have
been to some degree overstated” and that the “concentration ratio of 40 and a
relative market share of 25 as a competitive norm . . . are not really very
adequately supported ...” (Farrell, tr. p. 99).

- We explicitly recognized that there is a degree of error in our estimates, but
the U.S.D.A. economists provide no explanation for their belief that any errors
in our estimates are more likely to be biases toward overstatement rather than
understatement.

The reason for. criticizing the competitive norm used in our computations are
not made explicit. However, we have answered a similar criticism made by
Mr. Hammonds. See our comments on Hammonds, A.1; A.2; A3; A4 )

6. Farrell states, “I believe that in the strict technical statistical sense, they
do not have a valid sample of firms or markets from which to generate statistically
reliable estimates of monopoly overcharges for the U.S, as a whole.” (Farrell, -
tr. p. 100).
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We answered a similar criticism made by Mr. Hammonds. See our response to
Hammonds, A.4.
7. Farrell noted a number of differences in the findings of the Report and

other studies.
We commented on these reports in our comments on Mr. Hammonds’ testimony.

See Comment E.

Representative Loxe. Thank you very much, Mr. Farrell. We
appreciate your views on this matter.

Our last witness is Mr. Timothy Hammonds, who represents the
Food Marketing Institute. He is that group’s vice president for re-
search. Mr. Hammonds, we are pleased to have you and would be
pleased to have your views at this time.

STATEMENT OF TIMOTHY M. HAMMONDS, VICE PRESIDENT FOR
RESEARCH, FOOD MARKETING INSTITUTE, ACCOMPANIED BY
THOMAS L. SPORLEDER, PROFESSOR OF AGRICULTURAL ECO-
NOMICS, TEXAS A, & M. UNIVERSITY

Mr. Haaryoxps. Thank you. I am certainly pleased to be able to
appear here today. I have with me Prof. Tom Sporleder of Texas
A. & M. University. Professor Sporleder is a participant in the NC-117
project and was asked by the American Agricultural Economics Asso-
ciation to coauthor a paper with Professor Marion, presented at last
summer’s annual meeting, assessing the state of the art of industrial
organization analysis as a basis for antitrust actions. He therefore
seemed the natural scholar to turn to help us render a judgment as to
whether the authors of this report have lived up to the high standards
set in their collectively authored document last summer.

Mr. SrorrEDER. I have been asked by Mr. Hammonds to review both
studies and his comments before this committee. I would generally
agree with the comments from Mr. Hammonds’ statement. :

Mr. Hasmonps. Thank you.

We are going to deliver an admittedly strong statement today. We
feel compelled to do this because the authors of the report before us
have made strong charges; and we feel charges that far overreach the
bounds of the sample data available to them.

We feel they are inconsistent with the cautions so well pointed out
by the other economists before you today. We will demonstrate that
the competitive standards set by this report would produce a rate of
return capable of bankrupting any industry within the United States.
The most obvious flaws in the analysis appear in the monopoly over-
charge section. In table 1 of his statement Mr. Mueller selects his com-
petitive market standard as 40 percent of sales held by the largest four
firms in a standard metropolitan statistical area. Before commenting
on this choice, it must be made clear that concentration ratios are but
one measure of competitive vitality and not a substitute for more com-
plete analysis. With this qualification in mind, 40 percent is the most
restrictive standard ever set in industrial organization analysis.

_ May I point out, it is usual in cases of this sort to set forth a standard.
In this case the authors have examined a set of data and used that to
generate the standard which they apply back to that set of data. There
was no independent assessment of whether this was a reasonable assess-
ment or not.

96-514—77—6
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To help in assessing just how restrictive this standard is, let us look
at a cross section of American industries. A 1975 University of Mmlp-
egan Graduate School of Business publication entitled “Industrial
Market Structure and Performance,” by D. N. Winn, lists over 130
domestic industries and their national 4-firm concentration ratios.
Keep in mind that the anthors of this report use an even more restric-
tive local market ratio. Of Winn’s cross section of industries, over 65
percent had four-firm ratios in excess of 40 percent. The consequences
of accepting the Mueller standard would be to find the majority of all
American industry in violation.

Let us set this same standard in a different light. In table 1, the
authors accept a pretax return on sales of 1.15 percent as their com-
petitive norm. We can easily translate this to return on equity and
return on assets for food retailing. Mr. Mueller himself makes a similar
conversion in the paragraph following this table. Using his own con-
version ratio and applying the well-known formula for such a conver-
sion, we find a 6.3-percent return on equity and a 3.2-percent return
on assets.

These returns are less than that available on certificates of deposit
from a savings and loan institution. In 1976 the all-industry median
return as reported by Forbes magazine was double this at 12.7 percent.
Even the Hart bill suggested monopoly power for returns only in ex-
cess of 15 percent.

As we stated earlier, the competitive standard set by this report
would produce a rate of return capable of bankrupting any major
industry in the United States if continued over time.

You must ask yourselves whether you are prepared to accept the
consequences of adopting these standards as the norms of industry
analysis. If you are not, you must reject this report.

We turn now to one of the most glaring omissions of the analysis.
The failure to adequately consider, or even to acknowledge, the sub-
stantial churning of market shares so well documented by other econ-
omists. The authors would have you believe that the grocery industry
is characterized by steadily increasing large firm market power which
in turn leads to steadily increasing prices and profits.

As a check on the author’s objectivity, we used the same grocery dis-
tribution guide cited in the report to determine whether the largest
firms were in fact able to maintain their market shares over time. We
are, therefore using the authors’ own source to test the internal con-
sistency of their maior hvnothesis.

Since we do not know which cities were included in the analvsis, we
examined the top 20 metropolitan areas. Of the largest 20, 17 had a
different set of top 4 firms 1n the census year 1972 than in the census
vear 1967. That is, in 85 percent of the markets, at least one of the
original top four firms fell from that group and was replaced bv a
diffierent firm. Of these same 20 cities, 70 percent experienced another
turnover of at least 1 firm among the top 4 between 1972 and 1975.

The authors totally ignore this churning and would instead lead the
committee to believe large firms so dominate the market that com-
petition is ineffective. It is precisely the presence of active and intense
competition which leads to the very high turnover rates actually
experienced.
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In fact, the authors studiously avoid an explicit statistical test of
their hypothesis of steadily increasing market power over time. We
have constructed such a test and have attached it to this testimony.
The conclusion from this test is that there has been no statistically sig-
nificant upward shift in the distribution of top 4-firm concentration
ratios in the largest 200 metropolitan areas since 1958.

A marketplace with no significant upward concentration shifts since
1958 coupled with a high rate of change in identity of the top four
firms in each metropolitan area certainly sets an entirely different
tone than established by the authors.

Let us turn now to the models and analytic techniques. Qur attach-
ment will be primarily on the price model that forms the basis of
the monopoly overcharge. I might say that the profit model is also
seriously flawed with two factors standing out. The choice of cor-
porate divisions and the average corporate data as the key variable.
Moving to the price analysis, this is both the most critical and the
weakest section of the report. As a vivid illustration of the authors’
unusual techniques, consider their inclusion of the market rivalry
variable. The authors refer to prices which they contend may be up
to 14 percent higher than an arbitrarily selected competitive norm.
Yet the inclusion of this single market rivalry variable nearly doubles
the explanatory power of the equation—table 3.3 of their full study—
and increases the coefficient of the concentration ratio by over 30
percent.

The construction of this market rivalry variable is unusual to say
the least. Even the authors seem somewhat embarrassed to explain
its implication that the impact on market prices is identical regard-
less of whether the top four firms gained by 20 percent in their market
share, or declined by 20 percent in their market share. A variable so
obviously inconsistent with the rest of their analysis, yet so impor-
tant to the strength of their results, can only be viewed with sus-
picion. While the justification of this arbitrary step is highly question-
able, the impact of making the equation fit the authors’ preconceived
hypothesis 1s nothing short of dramatic.

A similar manipulation can be observed in the profit equations,
tables 2.6 and 2.7 of the full study. In neither of these tables is the con-
centration variable statistically significant until it is introduced as an
extremely unconventional concentration ratio transformation; and I
have noted their formula which is a cubic divided by a graphic.

No a prior: justification for such a transformation appears in the
report. Apparently, the authors feel lack of correlation between profit
and concentration simply means that the analyst has not been suffi-
ciently inventive in applying a series of complex mathematical
manipulations.

The most serious omission in the price model is the absolute failure
to consider either consumer income or operating cost variables. Con-
sumer income does vary considerably across metropolitan areas and
is a fundamental tenet of market price theory. Its omission is incom-
prehensible to a trained economist. Cost differences are well estab-
lished in the literature as significant determinants of grocery prices.
Their exclusion is likewise incomprehensible.
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I might add there are cost variables other than the wage rate
cited by the authors in the study. Mr. Mueller argues that costs are
under the control of management and, therefore, need not be in-
cluded separately. He reasons that high concentration leads to lax
management leads to high costs. Yet the most recent study of the
impact of market characteristics on city food prices found transpor-
tation cost to the city to be the strongest and most consistent correlate
with price. This is certainly not a variable under management control.

May I add we are not using that study to compare its conclusions:
with the conclusions of this study. We are using it merely to draw
upon the form of the model that they used and suggest thaf a similar
model in this analysis would have produced a different conclusion.

The authors agree with other industry analysts that prices and
costs are related. They insist, however, in turning the cause and
effect nature of that relationship up side down. Where other analysts
find prices commensurate with costs, Mr. Mueller finds only sloppy
management. It is difficult, to reconcile the authors’ view of a manage-
ment consummately skilled at controlling competitors, yet totally inept
at controlling cost. Their view of the market is simply unrealistic.

If the appropriate variables, including consumer income, trans-
portation cost, and operating cost were included in the price equa-
tion, there is substantial reason to believe these would account for
most, if not all, of the variation in city prices. The result would be
a substantial lessening of the significance of the concentration vari-
able and of the magnitnde of its coefficient. Since the monopoly over-
charge is a direct product of this coefficient, it, too, would be sub-
stantially reduced if not eliminated.

Finally we come once again to the overcharge estimate itself. We
do not believe that an unbiased industry analyst, not intent on prov-
ing market abuse, would be willing to produce a national overcharge
starting from such a shallow base as the prices of three firms, for 1
month, for products comprising less than half of store sales.

I might add the test is not the number of cities represented, but
the base in the foregoing line.

This is a gross overextension of the analysis even without the exten-
sive problems with the equations themseives discussed earlier.

One measure of objectivity in a scientific document is the fairness
with which the authors report the sensitivity of their conclusion
to alternative model formulations. This report contains no sensitivity
analysis. We can, however, provide a step in this direction by using
their footnote No. 39. The authors do report, although not in the
body of the text, that their choices of excluding the years 1972-73
from the profit equation inflated the competitive norm return on sales
by over 45 percent. With this level of sensitivity, it is not difficult
to understand why other information of a similar nature was not
presented. :

Another measure of objectivity is the tolerance of evidence con-
trary to the authors’ basic hypothesis. Mr. Mueller handles such evi-
dence by simply discarding it. He has, for example, included special
variables to net out the impact of A. & P. in this analysis. He has,
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in fact, been excluding this company as a special case—a short-run
aberration for over 10 years. His report explicitly states:

This (A. & P.) variable was also included to reflect the fact that for over a
decade A. & P. had profit rates well below the industry average.

If the authors’ theory of large firm dominance were correct, one
-could never cbserve a market aberration such as A. & P. Certainly one
-cannot dismiss performance for over a decade as an unusual case.

Not only were the data available to the authors of the Mueller
report woefully inadequate to support their principal conclusion that
‘price is a strong positive correlate with market concentration, but
responsible analyses during the past decade have reached a directly
-contrary conclusion. The reliability of these other studies is in no
way diminished by their use of data categories different from that un-
-derlying the Mueller report, particularly in view of the patent short-

-comings of the Mueller analysis.
 Foremost among the studies finding an absence of any correlation
between market concentration and price in food retailing is that con-
+ducted by the staff of the National Commission on Food Marketing.

Recognizing the inadequacy of such an analysis, the Food Com-
mission staff conducted a study designed to show whether there was
a relationship between a firm’s actual selling prices—the same type
of data used by Mr. Mueller—and its market share in different areas.
Prices concerning all major food product categories and some non-
food categories were collected and 30 intermarket comparisons were
made. The NCFM study directly contradicts the Mueller allegation
-and discloses no correlation between price level and market share.

By every reliable measure, food retailing is a highly competitive
“industry and consumers receive the benefit of that competition.

Although market share calculations are not sufficient by themselves
for even a structural appraisal of competition in a market and a

-structural analysis is itself incomplete, the market share levels and
trends relative to food retailing do not support the conclusion that
‘the industry is noncompetitive. On a national level, all food chains
.operating 11 or more stores continue to be the slowest growing segment
of the industry representing less than 50 percent of total foodstore
-sales. Independents affiliated with cooperatives and voluntary groups
.continue to be the fastest growing firms, other than convenience stores,
in food retailing. :

It is interesting in this regard that a conclusion by the principal
author of the Mueller study to the effect that a strong market posi-
tion can be maintained “for years” without loss of market share or
profitability has been totally disproven. In 1966, Mr. Mueller cited the
National Tea market position in Denver, Detroit, and Chicago as proof
of his market rigidity hypothesis. National Tea is now not even present
in any of those metropolitan areas.

In " conclusion, we have presented a detailed but not exhaustive
.documentation of the glaring flaws of this report. We believe the
Mueller argument represents an unwarranted attack on a responsible
sector of the American economy which does not merit the dignity of

_your further consideration.
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[The comments on Mr. Hammonds’ testimony by Messrs. Mueller
and Marion and the prepared statement of Mr. Hammonds follow :]

COoMMENTS ON TESTIMONY OF TiMoTHY M. HAMMONDS®
BY WILLARD K. MUELLER AND BRUCE W. MARION

INTRODUCTION

Before responding to many of the specific points in Mr. Hammonds’ testimony, a
few comments are in order to place our study in perspective. In particular how do
our findings and the data on which they are based compare to studies by industrial
organization economists of other industries?

Hammonds and some other industry witnesses seem to imply that there is
something unique about food retailing that makes it immune from the laws of
economics. Numerous studies examining the source and consequences of market
power have been made of other industries. The great weight of the evidence
clearly supports the expectations of industrial organization theory that firms
enjoy market power where they hold dominant positions and/or operate in highly
concentrated markets. Professor Leonard W. Weiss, the leading scholar in this
area recently reviewed researchers’ “massive effort” to test the economic pre-
diction that concentrated industries will have higher margins. He concluded, “by
and large the relationship holds up for Britain, Canada and Japan, as well as in
the United States. In general the data have confirmed the relationship predicted
by theory, even though the data are very imperfect and almost certainly biased
toward a zero relationship.” *

As Weiss emphasizes, data used in these sorts of studies usually have been
of poor quality. Because of this, the statistically observed relationships often are
quite weak. The data used in our report were of a much higher quality than have
been available in most other studies, especially in food retailing. But while the
deficiencies in the data we used very probably lead to less robust levels of statisti-
cal significance (though less so than other authoritative studies) they do not in-
validate our findings. Indeed the contrary inference is warranted, i.e., our results
are especially signifcant because certain data deficiencies tended to bias our
results toward zero. Among the most serious data problems are: (1) the necessity
to rely on metropolitan market definitions used by the Bureau of the Census (see
Report, p. 30) ; (2) differences in the procedures used by various chains in cal-
culating their profit-to-sales ratio (Report, p. 43, footnote 28) ; (3) the avail-
ability of price information for only one month (Report, p. 65) ; (4) the use of a
market basket consisting of a sample of grocery products that did not include
some important items, particularly meat (Report, p. 65) ; and (5) a price analysis
based on 32 metropolitan areas for which data were available rather than the
use of a randomly selected sample of metropolitan markets (Report, p. 65-66).
All of these matters were discussed in the report and, where possible. analyzed
to determine whether they introduced a bias. It is our judgment that these char-
acteristics of the data are no responsible for our findings. To the contrary, there
are statistical reasons for believing that had the data been more perfect our
basic findings would have been essentially the same, although statistically
more robust.

A. CRITICISMS OF COMPETITIVE NORM

1. Hammond’s assertion that the authors selected an arbitrary standard of
competition (Hammonds, pp. 1-3)

For purposes of estimating potential “monopoly overcharges” by food chains,
competitively structured metropolitan areas were defined as those in which the
largest four firms held equal market shares and together made 40 percent of all
grocery store sales in the market. This standard was not arbitrarily selected. As
we state in our report, “The CR, level (where four firms hold 40 percent of sales)
was selected because the empirical analyses show that both profits and prices
are continuing to rise in the range around CR. is 40. This suggests that com-
petitive prices . .. occur when CR. is 40 or less.” (Report, p. 80) We might

*Mr. Hammonds testified with reference to a study prepared for the Joint Economic Com-
mittee by Bruce W. Marion, Willard F. Mueller, Ronald W. Cotterill, Frederick F. Geithman,
%sr;d Oiolén R. Schmelzer, entitled, “The Profit and Price Performance of Leading Food Chains,

70-1974.”

1 Leonard W. Weiss, “The Concentration Profit Relationship and Antitrust” Industrial
Concentration : The New Learning, H. J. Goldschmidt (ed.), 1974, p. 131.
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have selected an even lower concentration level on the assumption that sufficient
market power existed in the CR. 30 to 40 range to raise prices here as well.
However, we did not do so because the increases were very slight. As Figure 1
indicates, prices tended to level off at CRy levels below 40.

In his testimony Hammonds attacked the standard we used to define a com-
petitive market as “the most restrictive standard ever set in industrial organi-
zation analysis.” (Hammonds Testimony, p. 2, emphasis in original). He cites
as authority for this charge the Neal Task Force Report which he says used
70 percent in identifying an “oligopolistic industry”, and the Hart Deconcen-
tration Bill, S. 1167, 1973, which stated that “monopoly power” is possessed by
firms with an average return on net worth after taxes exceeding 15 percent for
five consecutive years, or in those markets where four or fewer corporations
account for 50 percent or more of sales.

Hammonds obviously misunderstands the difference between our standard of
a competitive market and those of the Neal Report and the Hart Industrial
Reorganization bill, both of which set standards for shared monopoly markets.
Whereas we applied an empirically derived standard of what appeared to con-
stitute a competitive level of concentration, the Neal and Hart proposals selected
their standards to identify markets where concentration is so high that there
exists a presumption of excess market power. We clearly never implied, nor can
any fair reader so infer, that all markets with four firm concentration levels
above 40 percent were monopolistic markets in need of restructuring. On the
contrary, we stated explicitly in our prepared testimony,

“We emphasize, however, that whereas our study strongly suggests there is
a market concentration problem in food retailing, many markets are still quite
competitively structured. Moreover, many independents and small chains, as well
as large chains in many of their markets, do not have significant market power.
We emphasize this point lest our findings are misinterpreted as implying all
retailers have market power. Our chief concern is with the troublesome fact
that the number of highly concentrated markets has increased substantially in
liecent years and is likely to increase further unless public policy intervenes.”

p. 12)

Hammonds misrepresents the Neal Report. In its evaluation of the available
empirical evidence it states that “studies have found a close association between
high levels of concentration and persistently high rates of return on capital,
particularly in those industries in which the largest four firms account for more
than 60 percent of sales.”

Hammonds’ own statement shows that the number of markets where four
firms control over 65 percent of sales increased from eight in 1958 to 29 in 1972
(Hammonds statement, attached table). Figure 1.7 in our report indicates that
the proportion of SMSAs where four firm concentration exceeds 60 percent has
increased sharply from 5.1 percent in 1954 to 24.7 in 1972. Thus, a substantial
number and increasing proportion of retail grocery markets surpass the Hart
and Neal standards of presumed monopoly power.

The concentration ratios used in our report measure the four firm share of
grocery store sales in a market. However, supermarket sales are a more relevant
definition of the market in which chains compete. The large chains studied
compete only indirectly with convenience stores and “mom and pop” type stores.
‘When the four firm supermarket concentration is used instead of grocery store
e%nceng(l;ation ratios, the competitive norm is shifted from CRs of 40 to CR, of
about 50.

2. Hammonds’® statement that competitive standard would bankrupt indusiry
(Hammonds, p. 3)

Hammonds states that ‘‘the competitive standard set by this report would
produce a rate of return capabdle of bankrupting any major industry if continued
over time.” (Hammonds, p. 3, emphasis in original) He bases this assertion on
his estimate that large chains would earn only 6.3 percent on equity in competi-
tive markets, i.e.,, where four firms make 40 percent of sales. This is not an
inordinately low rate of return for 1974, which was a year of abnormally low
profits. For example, in 1974, 24 chains with sales exceeding $500 million had
average net profits on equity of 9.2 percent and 24 publicly owned chains under
$500 million had average net profits on equity of only 4.7 percent (Report, p. 85).
But as we point out, profit rates in the years covered in the report are “sig-
niﬁcan@ly lower” than the long-term average in food retailing (Report, p. 81).
There is good reason to expect that average profit rates will rebound to earlier
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levels. Indeed, the latest information shows that whereas the net income of 52
of the largest chains was 7.0 percent on net worth in 1975, this percentage rose
to 12.9 percent in 1976. (Citibank, Monthly Economic Letter, “Net Income of
Leading Manufacturing Corporations for 1975 and 1976,” p. 8).

In addition, it is important to remember that many of the competitors of large
chains operate in only one market. The fact that independent supermarkets and
small chains are able to survive in markets with low levels of concentration
indicates that price levels are not at the “bankrupting’ level for well-run firms.
If chains can only survive in unconcentrated markets by cross subsidizing from
more concentrated markets (which is what Hammonds’® statement suggests),
one might conclude that chains are basically inferior retailers who only survive
because of market power in certain markets.

3. Hammonds’ statement that the monopoly overcharge estimate exceeds the total
annual projits of all supermarkets and is therefore inconsistent with the profit
performance of retailers (Hammonds, p. 18)

Hammonds and other industry witnesses attempted to discredit the overcharge
estimate of $662 million by claiming it exceeds total chain profits of $600 million
in 1974. This argument is faulty in two respects. First, the figure used by in-
dustry spokesmen is post-tax rather than pre-tax profits. But more importantly,
the overcharge estimate is not an estimate of excess profits but of excess prices.
Ag pointed out in the report, both economic theory and empirical evidence sup-
ports the expectation that the costs to consumers of monopoly power are only
partially reflected in higher profits. Qur profit and price analysis suggests that
in concentrated markets with one or more dominant firms, increased profits ac-
count for only about one-third of the increase in prices. Thus, only part of our
monopoly overcharge estimate is made up of excess profits ; inflated and excessive
costs constitute the remainder.

Recent events in Phoenix, Arizona, illustrate that prices can be reduced under
competitive circumstances by much larger amounts than profit margins. Accord-
ing to Chain Store Age, “in December 1975 grocery department gross margins
averaged 15 percent. In December, 1976, they were down to 10 percent-12 percent.
"Two or three years ago net-to-sales averaged 114 to 1% percent. Today it is
-one-half to four-fifths of 1 percent” (Phoenix, First Crack in the Sunbelt,” p. 31,
‘Chain Store Age, February 1977). Thus, whereas grocery gross marging (and
therefore average grocery prices) declined by 3 to 5 pecent (and possibly by as
much as 7 percent because margins probably were near 17 percent in earlier years)
net profits-to-sales declined by a much smaller amount. This illustrates that when
«chains are under keen competitive pressure, they find ways to reduce costs as
‘well as prices.

This phenomenon is not unique to food retailing. Prof. F. M. Scherer’s “con-
‘servative best estimate” is that efficiency losses from excessive market power
were 6.2 percent of gross national product (GNP) in 1966. He further estimated
that monopoly profits represented another 3 percent of GNP (F. M. Scherer,
“Industrial Market Structure and Economic Performance,” 1971, pp. 408-409).
‘Thus Scherer estimated that in 1966, market power cost about 9.2 percent of
‘GNP or $68.8 billion. In contrast, total after tax corporate profits for all indus-
tries (competitive and noncompetitive alike) was $51.0 billion in 1966. (Economic
Report for the President, January, 1969, p. 308). Thus our overcharge is not out
-of line with other estimates. Indeed, our estimate (which is only 0.6 percent of
total grocery store sales) is modest compared to those for other industries.

4. Hammonds' contention that the sample used in the price analysis i3 inappro-
priate for estimating monopoly overcharges and affects the competitive norm
selected (Hammonds, pp. 9-10)

Hammonds criticizes the overcharge estimates on three grounds: the price equa-
tions are based on only “three firms, for one month, for products comprising less
than half of store sales.” We acknowledged and discussed all of these limitations
(Report, p. 65-66) ). Although the firms and metropolitan areas included in the
analysis were selected because of data availability, not through random sampling
procedures, this does not necessarily lead to biased results. The growth, average
market share and profitability of the three chains selected were similar to the
17 chains included in other parts of the study. For example, the distribution of
market shares for the 3 firms in the price analysis compares as follows to the
distribution of market share for all 17 chains:



85

All chains 3 sample firms
Number of Number cf
SMSA’s Percent SMSA’s Percent
Percent market share:

0t04.9 102 24.3 37 27.%
51099.__ 123 29.4 29 21,5
10014 91 21.7 21 15.5
15 to 19, 53 12.6 21 15.5
20to 24 25 6.0 14 10.4
25 and over. 25 6.0 13 9.6
B 1) 412 100.0 135 99.9

The three chains used operated in 32 metropolitan areas. This is a sufficient
number of markets on which to perform valid statistical tests of price differences.
Our results are statistically robust. Appropriate statistical techniques were used
to test for company differences in prices attributable to factors other than those
specified in the models. No statistically significant differences were found. (Re-
port, p. 71, fn. 21). All in all, there is good reason to believe that the 32 market
analysis is statistically valid.

Hammonds criticizes the use of October 1974 prices and the omission of produce
and meat items on the basis that these lead to a “substantial upward bias” of
the price data. He states that “price levels significantly lower than those used’”
in the analysis “would affect the norm chosen.” (Hammonds, p. 10). The study
measures the differences in profits and prices across markets. Irrespective of the
level of prices, prices were found to rise rather sharply at four-firm concentration
levels of 40 and above, indicating that some market power exists at these concen-
tration levels (Figure 1). These were the reasons a CR. of 40 was used as the
competitive norm, not because a target level of profits was achieved. Thus Ham-
monds argument about the critical nature of absolute price levels is absolutely
irrelevant.

5. Hammonds' allegation concerning the omission of the years 1972-73 from the
profit analysis ( Hammonds, p. 11)

This is another clear misrepresentation of the Report. Except when comparing
the price and profit regression results, all five years are included in the profit
analysis. Profit models using 1970, 1971 and 1974 data were selected for compari-
son with the price model since the latter used price data for the fall of 1974—a
relatively normal period compared to 1972-73. It would be difficult to justify
;g’rznparing profits during the severely depressed years, 1972-73, with prices im

4,

The undue emphasis during the hearings on our deletion of the two years may
stem from a misinterpretation of how the competitive norm was established. If we-
had selected the structural combination that provided some target rate of profit,
the absolute level of profits (and hence the exclusion of two low profits years)
would have an important effect on the combination chosen as the competitive
norm. In fact, the level of profits was not the primary consideration in selecting
a competitive norm. As already discussed this was based largely on the fact that
prices continued to rise, albeit at a slow rate, at four-firm concentration levels of
40 and below.

6. Hammonds' criticism that no sensitivity analysis was provided in the report
(Hammonds, p. 11)

Once again, this is an inaccurate criticism. Throughout the report, we have
indicated the influence on our results of using alternative variables, data sets. etc.
(See. for example, p. 56. footnote 39: p. 60, fn 5, 6, 7; p. 62, fn 11: p. 64, fn 12; p.
71, fn 21: App. Table B.9 and Append. Table B.16) We have described the method-
ology, data and procedures used in much greater detail than is common.

We did not calculate and include in the report monopoly overcharge estimates
using alternative competitive norms. While we are confident that the combination
CR, of 40 and RFMS of 25 is the most appropriate competitive norm based upon
our analysis, we have since computed the monopoly overcharge using the norm
CR. is 50 and RFMS is 25. The monopoly overcharge estimate using this norin is
1.2 percent of sales instead of 1.6. The national monopoly overcharge estimate for
the top four chains in each SMSA would be reduced from $662 to $496 million
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As these calculations suggest, the major portion of the monopoly overcharge
occurs in highly concentrated markets.

7. Hammonds’ assertion that table 1 is meaningless awithout statistical con-
fidence intervals (Hammonds, p. 11)

Table 1 was included in the report to illustrate the results of our profit and
price regression equations. The values included in this table are the average prices
and profits that would be expected under various structural conditions. Confidence
intervals provide important additional information about the estimated values.
We have calculated the 95 percent confidence intervals for the price estimates at
three levels of four-firm concentration, holding all other variables (including
RFAMS) at their means. The confidence limits indicate the range which has a 95
percent chance of containing the true mean price. The index values comparabhle
to those in Table 1 in our remarks to the committee are as follows:

95-percent confidence interval

Index of — —

CRy mean price  Lower limit Upper limit
100. 99 100. 06 101,92

101.95 101.29 102,62

103. 89 102.98 104.81

The above values indicate that the estimated average price in markets with
CR, of 40 is not significantly different from the estimated average price in markets
with CRs of 50. However, the estimated average prices for CR, of 50 and 60 are
significantly different. It follows that a significant difference exists between the
estimated prices for CR. of 40 and 60.

These findings indicate the obvious, i.e, that the predicted price difference
between where CR. is 40 and CR. is 50 are quite modest and that the markets
posing particular public policy problems are those in which four-firm concentra-
tion approaches or exceeds 60 percent.

B. CRITICISM OF PROFIT ANALYSIS

1. Hammonds’ assertion that analysis of division profits is inappropriate (Ham-
monds, p. 6)

This criticism demonstrates Hammonds’ woeful ignorance of accepted and
appropriate research techniques used by industrial organization scholars. He
says:

“Although the authors talk about the need for assessing concentration on a
local market basis. they choose to analyze divisions instead of metropolitan areas.
Corporate divisions are very large areas structured to correspond with warehouse
distribution systems. These often are so large as to include more than one stand-
ard metropolitan area and certainly would not meet the relevant market defini-
tion of any economists. S.M.S.A. profit equations are cited by the authors but
discarded in their final analysis.” (p. 6).

Because food retailing is a local market industry, the ideal profit data would
be for chains operating in individual markets. Unfortunately, most chains did not
supply data on this basis. However, usable data were supplied for 96 divisions of
12 chains. These data are much more disaggregated and superior in quality to
those used in other authoritative empirical studies of this type. Other studies are
forced to use total firm, industry, or even aggregations of industries in their
analyses (Weiss, op.cit.).

These data were used in conjunction with the weighted average market charac-
teristics of the metropolitan areas within each division. This is comparable to
procedures used in other studies (Weiss, op.cit.). Metropolitan areas within a
division serve as good approximations of the competitive and other characteristics
9f the divisions within which they are located. We emphasize, however, that
insofar as our aggregation procedures may introduce some error in the analysis,
the effect almost certainly would be to bias our results to zero, i.e., they would
result in our not finding statistically significant relationships.

Hammonds also states “S.M.S.A. profit equations are cited by the authors but
are discarded in the final analysis.” (Hammonds, p. 6). This is yet another totally
false statement. SMSA (metropolitan area) data were provided for 50 SMSAs
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by six chains. These data were analyzed using essentially the same models as the
divisional equations. The results were very similar to those of the divisional
‘models and are fully reported. (Report, pp. 53-56).

2. Hammonds' criticism of the use of average profits (Hammonds, p. 6, 7)

Hammonds states, “the authors elected to average the profits of each firm over
the years under study.” (Hammonds, p. 6) False! Every profit model was tested
both for individual years as well as for several year (Report, pp. 28, 48, 52,102).

He goes on, “The technique commonly used in the profession is to enter indivi-
-dual yearly observations rather than a single average.” (Hammonds, p. 6)
‘Hammonds again displays his complete lack of familiarity with industrial orga-
nization literature. The great majority of empirical studies have used averages of
several years (Weiss, op.cit.,, pp. 204-15). The use of pooled time series—cross
section analysis, as Hammonds proposes, would be expected to encounter serious
autoregression problems.

Hammonds then selects firm I. to demonstrate that average profits for 1970,
1971 and 1974 may be positive when two of the three years have negative profits.
He ignores the fact that our profit analysis comes up with significant relation-
ships between profits and the two structure variables for individual years as
well as for averages across years.

3. Hammonds objection to the use of a nonlinear functional form for j-firm
concentration (Hammonds, p. 8)

Hammonds asserts that our use of a nonlinear functional form involves
“manipulation” that has “no a priori justification” (Hammonds, p. 8). Although
we may not have explained clearly enough for Hammonds the reasons for using
the particular functional form used, there is nothing inappropriate about using
nonlinear forms. On the contrary, on a priori grounds economic theory suggests
that prices and profits would not be linearly related to concentration over the
entire range of concentration. Rather, a priori reasoning suggests that some
eritical level of concentration must be reached before firms would have sufficient
market power to raise prices above competitive levels. Thereafter, prices would
be expected to rise until perfect collusion is reached, after which prices would
level off. The functional form we used is a signoid function, which has a lazy
S shape. The estimated prices using this form are shown in Figure 1. One of
the chief purposes of industrial organization research is to identify eritical levels
of concentration. not merely to identify whether or not a positive relationship
exists. We believe our analysis makes a significant contribution to knowledge
by helping to identify the critical level in food retailing.

Given the above reasoning, which is based on industrial organization theory,
it is not surprising that our nonlinear measure of CR. is more significant than
the linear form.

4. Hammonds’ criticism of the special treatment accorded A. & P. (Hammonds,
p. 12)

Hammonds accuses the authors of “discarding” A. & P. and of “excluding”
it as a special case. Nothing could be further from the truth. A. & P. was neither
discarded nor excluded. It was subjected to special analysis in an attempt to
identify the impact of its WWEO program both on its own profits and on its com-
petitors’ (Report, pp. 43-44 and elsewhere). One of many very significant findings
ignored by Hammonds was that the profits of A. & P.’s divisions were significantly
correlated with A. & P.'s relative market share and the level of concentration
of its various markets, except (in the case of concentration) for the post-WEO
period (Report, p. 102).

C. CRITICISMS OF PRICE ANALYSIS

1. Hammonds' criticism of market rivalry variable (Hammonds, p. 7)

Hammonds finds our market rivalry variable ‘“unusual to say the least.”
Because it has important explanatory power, he admonishes the reader that
the results “can only be viewed with suspicion.” Hammonds obviously does not
understand this variable since it attempts to capture the price depressing effects
of the “churning” of markets—a phenomenon which Hammonds earlier identified
as an important indication of competitive rivalry. The reader should first note
that the model is highly significant even without this variable. Each of the
market structure variables is significant at the 1 percent level, i.e., there is less
than one chance in 100 that the observed relationships are due to chance.
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The Report spells out clearly the reasons for including the market rivalry
(MR) variable in the equation (Report, p. 61). It says, in part:

“In many industries, including grocery retailing, firms engage in temporary
competitive strategies to improve their position vis-a-vis their rivals. In these
circumstances, rivalry among chains is more intense than would be expected
based upon a given configuration of structural and control variables. When
such rivalry is intense it usually is accompanied by lower prices and often
leads to changes in market shares of firms in the market. We therefore have
used the 1972-74 changes in the market shares of the four leading firms of
1974 as a proxy of short-run market rivalry (MR).” (Report, p. 61).

Hammonds further misinterprets the effect of the inclusion of MR in the
equation by focusing on its influence on the coefficient for CR. Whereas the
introduction of MR increases the coefficient for CR; it decreases the coeficient
for the other competitive variable, relative firm market share (RFMS). Hence,
the difference in the predicted prices for the structural combination used as
the competitive norm and where CR,, is 70 and RFMS is 55 is about the same
using the two equations. However, for reasons explained in the Report, we
believe the model including MR is superior in the price analysis.

2. Hammonds' criticism of the omission of consumer income and operating costs
as variables. (Hammonds, p. 8-9)

“The most serious omission in the price model,” says Hammonds, “is the
absolute failure to consider either consumer income or operating cost variable”.
The possible influence on prices of operating costs is one of the few germane
points raised by Hammonds. We were not unmindful of the problem, and
included in our analysis the transportation cost variable used in a U.S.D.A.
paper, but it did not effect our results (Report, p. 66, fn. 15). Subsequent
to the completion of the Report, union wage rates for meat cutters, grocery
clerks and checkers were obtained for 31 of the 32 metropolitan areas included
in the price analysis.2 The following regression results suggest differences
in wage rates do not explain the observed differences in grocery prices, or
are already captured by other independent variables. Since store labor expense
typically accounts for nearly 60 percent of the total operating expenses of
supermarkets (Report, Appendix Table A.2), this is a particularly significant
finding.

Without wage rate (36 observations) :

NP(C=90.6746.58 RFMS+15.64 OR, — .00688 — .08 MG — .48 MR
(2.88) %* (4.86)** (—3.15)%*(—4.07)** (—5.25)%*
R°=.66 F=14.87

With wage rate (35 observations) :

NP(=86.664-6.43 RFMS-1654CR, — .00688 — .08 MG — .50 MR+ .67TWG
(2.93) 2= (5. 26)** (—=3.07) ** (—4.17) ** (—5.15)** (0.67)
R*=70 F=14.29

Admittedly, we have not been able to exhaust the operating cost question. How-
ever, the omission of costs could only explain the observed relationships between
prices and the competitive environment if operating costs are closely correlated
with our two measures of the competitive environment, CR, and RFMS. There is
no a priori basis for expecting wage rates, transportation costs, or cccupancy
expense to be related to market concentration or the market position of chains.
These costs would be expected to be influenced by size of city and geographic
region. However, size of city was found to be negatively related to prices. If
costs are higher in large cities, a positive relationship would be expected.

We tested for possible regional differences in prices. Some apparent regionat
differences (southern SMSAs high in prices and western SMSAs low relative to
the rest of the country) proved not to be significant when the average store size
variable was included in the model. As explained in the Report (p. 41). this
variable is used to measure the relative importance of supermarkets in various:
SMSAs and hence the extent to which grocery store CR; understates supermarket

2 Bureau of Labor Statistics, “Union Wages and Hours: Grocery Stores, July 1, 1973",
Bulletin 1925, 1976. These data were compared to and supplemented with union wage rate
data obtained from Retail Clerks International Association and Amalgamated Meat Cutters.
and Butcher Workmen of North America.
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TRy (the more relevant measure of concentration). Average store size had the
-expected significant negative relationship to prices in all equations.

Thus, our analysis to this point indicates no significant relationship between
groecery prices and wage rates, transportation costs and other cost factors. Our
results suggest that retail operating costs are higher in concentrated markets,
but not because of higher wage rates, etc. Rather, the evidence suggests that firms
with market power have higher costs because their power permits them to lead
the g)uiet life and/or engage in cost-increasing competitive factis (Report, p.
T7-79).

Hammonds indicates that our omission of consumer income from our price
models is “incomprehensible to a trained economist”. Once again Hammonds
.demonstrates his naivete and muddled thinking. Consumer income is a relevant
variable in commodity price analysis. However, commodity prices are largely
determined by national and international supply and demand forces. The price of
beef or pork in the U.S. is not what we have examined.

Across SMSAs, differences in consumer income may influence the total quantity
of food consumed but are most likely to affect the mix of products purchased.
Wealthy individuals will purchase a higher percentage of expensive items, expen-
sive cuts of meat, etc. However, the wholesale price of nearly all products sold
‘through grocery stores is established in a national market—not in local markets.
For example, consumer incomes in different SMSAs is expected to have no influ-
.ence on the wholesale price of Maxwell House coffee or Del Monte peaches. Since
the cost of products to retailers is not affected by consumer income, there is no
a priori reason to expect that retail prices will be affected under similar compe-
‘titive conditions.

3. Hammonds' claim that other price data show contradictory results (attach-
ment to Hammonds testimony)

In an effort to provide evidence that contradicts the price-market concentra-
tion relationship in our Report, Hammonds at the last minute introduced an
exhibit showing the “Urban Intermediate Food Budget” for 22 SMSAs. He finds
a negative correlation between these figures and the market concentration ratios
The has calculated.

As in his citations of other studies, Hammonds shows little concern for the
validity of the data or research methodology as long as the results can be
interpreted to serve his cause. First, Hammonds has selected total food budget
.data which include expenditures for food away from home as well as food at home
even though data for food at home are in the adjacent column of BLS food budget
publications.

The more important point, however, is that this data set is completely inappro-
priate for studying the effects of competition because of the methods of calcula-
tion. The budgets are based upon the expenditure data from the U.S.D.A. House-
hold Food Consumption Study, 1965-66. Adjustments are made for the changes in
food price levels by multiplying 1965-66 regional expenditure figures by CPI
inflators. The regional food budgets are then adjusted for the SMSAs within the
region by using the differences in the CPI for food at home for the various SMSAs.

The quantity of food products included in the budgets is allowed to vary from
region to region to reflect differences in consumption patterns. (E.g., pork receives
greater weight in the south whereas beef receives greater weight in the north-
east). The method of calculation is plagued by similar brand and outlet biases as
BLS food price data (See Appendix C in Report. All in all, the food budget data
are as objectionable for use in market structure-price analysis as the currently
published BLS estimated food prices.

D. CRITICISMS CONCERNING STRUCTURAL TRENDS IN FOOD RETAILING AND COMPETITIVE
FACTORS THAT ALLEGEDLY WERE IGNORED

1. Hammonds assertion that conceniration is not increasing in food retailing
(Hammonds, p. 4—6) .

Hammonds first attempts to discount the concentration trend by asserting that
there exists such great “turnover” among leading firms that there need be no
public policy concern with rising concentration (Hammonds, p. 4). To support
this claim, he indicates that in 85 percent of the 20 largest metropolitan areas, at
least one of the firms among the top four in 1967 were not in the group in 1972.
This eomparison is meaningless. First, it does not identify the reason for the
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“turnover” e.g., turnover may occur because of mergers. Second, market shares
of individual chains change from year to year as they open new stores, ete. This
especially results in “displacement” of firms at the margin of CR,, where a slight
change in share will move a firm from fourth to fifth place. Third, and most
important, even though market shares of individual chains may change over
time, competitive analysis is primarily concerned with the changes in the level of
concentration; Hammonds’ “churning” phenomenon may have short run effects
(which our market rivalry variable picks up), but would only be relevant in the
long run if it reduced concentration.

Hammonds further asserts that based on his examination of 200 metropolitan
areas there has been no “statistically significant” increase in concentration since
1958 (p. 5). Hammonds errs again because our analysis of changes in concentra-
tion includes all comparable metropolitan areas, not a sample, and therefore no
statistical test is necessary to measure changes in average concentration. He does
not explain his statistical test, but it evidently examines shifts among arbitrary
classes of markets. Moreover, the table attached to his statement belies
Hammonds’ assertion. It shows dramatic increases in the number of highly con-
centrated markets : the number of markets with CR, of 70+ rose from one in 1958
to nine in 1972 and the number of markets with CR, of 654 rose from eight to 29.
As noted in our prepared statement, these are precisely the markets that public
policy should be most concerned with.

A final flaw in this part part of Hammonds’ presentation in his use of all
metropolitan areas irrespective of definitional changes. As we note, definitional
changes mask the true extent of rising concentration in food retailing (Report,
fn. 21, p. 16).

Based upon the best and most recent available data, the concentration trends
reported in our study have continued since 1972. As shown in Table 1, 4-firm con-
centration increased an average of 3.4 percentage points between 1972-73 and
1975-76 in the 135 metropolitan areas for which comparable data are available.
This is a larger increase than reported by the Census Bureau for 1967-72,
suggesting an acceleration in market concentration since 1972,

2. Hammonds’ assertion that affiliated independents are growing more rapidly
than chaing (Hammonds, p. 5)

Hammonds declares that “the authors completely mask the most dramatically
growing segments of the industry.” (Hammonds, p. 5) He is referring to the
independents affiliated with cooperative and voluntary organizations, whose mem-
bers he claims consist largely of four to nine store firms which are “the industry’s
fastest growing firms.” (p. 5)

TABLE 1,—AVERAGE 4-FIRM CONCENTRATION RATIOS IN 135 METROPOLITAN AREAS, 1972-73 AND 1975-76

Number of Average 4-firm concentration
metropolitan
areas 1972-731 1975-76t

Leve! of 4-firm concentration in 1972-73 (percent):
t039.9__ 14 35.5 38.5
40 t0 49.9 51 45.4 49,4
50 to 59.9 42 53.9 59.3
60 t0 69.9_. 22 64.8 63.1
T0and over_ e 6 73.4 77.4
Total . e eeeen 135 51.4 54.8

1 The data developed by this source does not cover a calendar year. Thus, the 1977 Metro Market Reports provides esti-
mates for chains during 1975-76,

Source: 1974 Grocery Distribution Guide, Metro Market Studies, Inc., Wellesley Hills, Mass., 1974; 1977 Grocery-
Distribution Guide, Metro Market Studies, Inc., Wellesley Hills, Mass., 1977,

Wrong. First, most members of cooperatives and voluntaries must be single-
store independents, since these comprised 75 percent of all independents’ retail
sales in 1972; in contrast, firms with four to 10 stores comprised only 13 percent
of independent sales (Report, p. 10 and 83). The truth is that while some indi-
vidual voluntary and cooperative groups are growing rapidly (as noted in the
Report, p. 12-15), these groups are growing within a steadily shrinking universe.
Total sales of independents (defined as firms with fewer than 11 ;tores), declined
from 66 percent of all grocery stores sales in 1948 to 56 percent in 1958 and to 43.
percent in 1972 (Report, p. 83).
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These Census figures also refute the assertion by Hammonds—namely that food
chains are the slowest growing segment of the retail food industiy and represent
less than 50 percent of total food store sales (p. 16). Figure 1.4 in our report
shows the trends in the distribution of grocery store sales and indicates the oppo-
site of what Hammonds would have us believe. Chains have experienced a steadily
increasing share of U.S. grocery store sales from 34 percent in 1¢4S to 57 percent
in 1972.

3. Hammonds' allegation that A. & P.’s poor performance disproves the market
dominance theory (Hammonds, p. 12)

A & P's poor profit performance does not disprove the finding that firms with
dominant market positions enjoy larger profits and charge higher prices. The
regression result for A & P itself supports this generalization (Report, p. 102).
All A & P’s chronic poor performance proves is that sometimes even large firms
with substantial economic power are run so inefficiently that they perform less
well than smaller, less powerful firms. Had it not been for its profitable positions
in some markets, A & P long ago would have been unable to sustain its numerous
inefficient operations through cross subsidization. This is not unique to food re-
tailing. U.S. Steel’s market power enabled it to operate for decades as one of the’
least efficient steel companies (see George W. Stocking, “Basing Point Price in
the South,” 1954, p. 140 and W. Adams and J. Dirlam, “Big Steel Invention and
Innovation”, Quarterly Journal of Economics, May 1966, p. 169).

In addition, while A & P is the second largest firm—it is not dominant in most
of its markets. Table 2.4 indicates that in only 4 SMSAs out of 113 where A & P
operated in 1972 did A & P hold over 20 percent of the market; in an additional
14 markets, A & P held 15 to 19.9 percent of the market. Thus, large size and mar-
ket dominance are not always synonymous.

4. Hammonds' assertion that affiliated independents were ignored as an important
competitive force (Hammonds, p. 5)

We did not attempt to measure the market share held by affiliated independ-
ents. However, their importance in various SMSAs tends to be inversely related to
the four-firm concentration ratio. Where the largest four chains have 70 percent
of all grocery store sales, independent retailers are likely to be less important
than where the largest four chains have only 40 percent of the market.

We disagree with Hammond’s contention that affiliated groups of independents
should be treated the same as chains. Although these groups generally participate
in common purchasing and advertising programs, the individual store owners are
free to determine their prices (except on advertised items), the quality of prod-
ucts handled, and the services offered. Thus, the really critical competitive de-
cisions are not made in common. In addition, cross subsidization from a successful
independent to a less successful operator does not occur. This is an important
advantage of corporate chains.

5. Hammondg' claim that ease of entry i8 an important competitive characteristic
of food retailing and was largely ignored (Hammonds, p. 17-18)

As indicated in our Report (p. 24), entry at the local level is relatively unre-
stricted for independent entrepreneurs satisfied with operating one or a few
stores. Such “entry” often occurs by leasing a store previously operated by a
chain. Hammonds suggests that this has led to rapid growth in the number of
firms with 4 or more stores. Appendix Table A.1 in our Report indicates that
firms with 4 to 10 stores have gone from 4.8 percent of U.S. grocery store sales
in 1963 to 5.7 percent in 1972; during this period the 2 to 3 store firms’ share re-
mained virtually unchanged, 5.0 percent and 5.1 percent respectively. On the
other hand, the share of market held by single store independents dropped from
43.1 percent to 32.2 percent. Thus, independents as a group saw their share drop
from 52.9 percent in 1963 to 43.0 percent in 1972. Quite clearly, independents do
not represent as strong a competitive force as Hammonds claims.

Entry into metropolitan areas on a larger scale is much more difficult. The
difficulty of entry would be approximately proportional to four-irm concen-
tration level. This is discussed in the Report (p. 44-45).

6. Hammonds’ contention that National Tea’s past record disproves the relation-
ship between market share and market power (Hammonds, p. 17)

Hammonds testified that an FTC study conducted for the NCFM stated that
“a strong market position can be maintained ‘for years’ without loss of market
share or profitability.” He then says the FTC Report cited National Tea’s market
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position in Denver, Detroit, and Chicago as evidence of this statement. Events
have disproved this conclusion, Hammonds adds, because “National Tea is now
not even present in any of those metropolitan areas” (Hammonds, p. 17, empha-
sig in original). Once again, Hammonds misrepresents the facts in an attempt
to make a point. He incorrectly states that one of the cities cited by the FT'C was
Detroit. Actually, those cited were Indianapolis, Denver and Chicago (NCFM
Technical Study 7, p. 368). His substitution of Detroit for Indianapolis is im-
portant to his case since National Tea still operates in Indianapolis, although it
recently withdrew from Denver and Chicago. In the latter city it was permitted
by the FTC to sell 62 stores to A&P.

National Tea has performed poorly for a decade. It is generally recognized,
however, that National’s problems originated in its heavy reliance during the
1950s on mergers rather than sound internal growth for expansion. This became
manifestly apparent after the FTC found National in violation of Section 7 in
1966 and prevented it from growing by merger. Indeed, National has been cited
as a classic example of a firm that had attempted to rely on mergers to achieve
strong market positions, only to have its plans frustrated when its illegal merger
activity was stopped by the FTC (William F. Fruhan, Jr., “Pyrrhic Victories in
Fights for Market Share,” Harvard Business Review, September-October, 1972.
pp. 102-104. 107).

E. ASSERTION THAT REPORT HTAS BEEN REPUDIATED BY OTHER STUDIES
(HAMMONDS, PP. 13—-16, 19)

" Hammonds contends that other studies provide evidence contrary to the major
findings of our report. We will review each of the studies mentioned by Ham-
monds as well as other studies cited in the course of the hearings. The studies
cited were:

1. G. Grinnell, T. Crawford and G. Feaster, “Analysis of the Impact of Market
Characteristics on City Food Prices,” unpublished paper, U.S. Department of
Agriculture, 1976.

2. National Commission on Food Marketing, Technical Study No. 7, “Organiza-
tion and Competition in Food Retailing”, 1966.

3. Bruce Mallen, “A Preliminary Paper on the Levels, Causes and Effects of
Economic Concentration in the Canadian Retail Trade: A Study of Supermarket
Market Power”, Food Price Review Board, February 1976.

4, H. Mori and W. D. Gorman, “An Empirical Investigation into the Relation-
ship Between Market Structure and Performance as Measured by Prices,” Journal
of Farm Economics, December 1966, pp. 1496-1502.

5. R. Buzzell and W. Salmon, “The Consumer and the Supermarket—1980.”

6. FTC Staff Report, “Food Chain Profits,” July 1975, and Council on Wage
and Price Stability. “The Responsiveness of Wholesale and Retail Food Prices
to Changes in the Costs of Food Production and Distribution,” November 1976.

Grinnell, et al. Study

The unpublished paper by Grinnell, et al. has received the most attention and
hence warrants particular comment. This paper examines BLS price data for a
market basket of food products across 19 metropolitan areas for four census years.
The analysis summarized in this paper has such serious conceptual, methodolog-
ical and data problems that it can yield no valid conclusions.

The most important problem is the use of BLS data for a purpose for which it
is not intended—comparison of prices across cities. The Bureau of Labor Sta-
tistics warns that its data are inappropriate for cross-section analysis. Although
the reasons why these data should not be used are discussed in Appendix C of
our report, we will summarize two key points here.

1. BLS food price data are estimates of the average cost of food products in
all the food stores in a metropolitan area. Thus, the prices of meat markets, con-
venience stores and independent stores of all sizes are included along with chain
store prices and weighted according to the market share of each type store. Since
small independent and convenience stores have prices that are considerably
higher than supermarkets, BLS average market prices would tend to be rela-
tively high in SMSAs where small stores are important and relatively low in
SMSASs in which nearly all food is sold through supermarkets. Since it is likely
that the percentage of food sold through supermarkets is positively related to
the level of four-firm concentration, BLS price estimates would be expected to
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be negatively related to market concentration, all else remaining the same (e.g.,
assuming prices are the same for each size and type store across markets).

2. Although the basic market basket of food products priced by BLS is the
same across SMSA’s, the brands priced are allowed to vary from store to store
and from city to city. In general, BLS selects the fastest selling brand of a prod-
uct in each store. Since private label products are sold more heavily in the stores
of large grocery chains than in the stores of small chains and independent
retailers, the lower priced private label products likely are more frequently
priced by BLS in large chains than in small chains or independents. Our study
found that national brands were 12 percent higher in price than comparable pri-
vate label products, on average. The more frequent inclusion of private labels
among the items priced at large chains would therefore be expected to yield lower
BLS prices for large chains than for independents and small chains. Since large
chains are expected to represent a larger total share of the market in concen-
trated markets than in unconcentrated markets, the variation in the brands
priced also tends to lead to a negative relationship between BLS average market
prices and four-firm concentration, other things remaining the same.

Given the procedures followed by BLS, a negative relationship would be
expected between BLS prices and market concentration. However, industrial
organization- theory suggests that market power in concentrated markets will
result in higher prices. Thus, market power and BLS methodology biases are
expected to influence market prices in opposite directions. No clear hypothesis
concerning the relationship between market concentration and BLS prices is
possible. If these two influences are offsetting, then no relationship between BLS
prices and market concentration would be expected.

The defects discussed above are related to a fatal flaw in the Grinnell, et al.
study, i.e., the implicit assumption that there exists a relevant economic market
in grocery retailing consisting of all sellers of retail food products (supermarkets,
corner grocers, specialty meat and vegetable markets, convenience stores, efe.).
As discussed in our Report (p. 41-2), supermarkets are the appropriate sub-
market in which to evaluate the impact of competition on the price and profit
performance of large chains. After completion of the study, we obtained concen-
tration ratios for supermarket sales. The substitution of these values for grocery
store concentration ratios supported our hypothesis that supermarkets are the
relevant market within which large chains compete. (Appendix Table B.15 and
B.16). .

In addition to the above defects of the Grinnell et al. study, it also has
numerous conceptual and analytical flaws. For example, while per capita income
and other factors affecting demand have an obvious place in commodity price
analysis, there is no theoretical basis for including these factors in industrial
organization models. Differences in income may affect the mix of products or the
total quantity of products sold in a market. However, if competition is effective,
prices for individual products will be driven down to average costs—which are
not expected to vary by per capita income of consumers. .

Cross section data for four time periods were pooled “to gain degrees of free-
dom” in the Grinnell study. This procedure likely leads to serious autoregression
problems in which the error terms for different time periods are not independent.
Although a statistical procedure exists for handling this problem, the authors
apparently did not use it. )

The study also appears to have serious multicollinearity problems among
many of the independent variables. Real income, for example, is only significant
when it is included in equations with store density, real per capita grocery store
sales, and real wage rate. The simple correlation coefficients for real income and
these variable are —.74, .61 and .68 respectively. When these three variables are
removed from the model, real income becomes very insignificant.

The distance of the SMSA from Manhattan, Kansas, a proxy for transportation
costs, was highly significant in most of the equations. Given the other problems
with this study, this could be a spurious relationship. Manhattan, Kansas is
not the geographic locus for many products shipped to retail stores (fresh pro-
duce, canned and frozen products, beverages, etc.). It would be a reasonable
focal point for fresh meat, however. When included in our models for grocery
products this variable was not statistically significant. This variable in the
Grinnell model could be explaining some of the variation in the prices of meat,
which are included in the BLS market basket. With the present data and analy-
tical limitations, the distance variable is difficult to evaluate.

96-514—T77——T
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We regret having to so thoroughly discredit this study, since Dr. Kenneth
Farrell acknowledges that “the results of the study do not really address the
hypotheses tested in the Marion-Mueller study.” Unfortunately, its aathors and
those relying on it are either unaware of its shortcomings or are not discriminat-
ing in the type of studies used to support their arguments.

The Mallen Study

Mallen’s study of food retailing in Canada provided results that were similar
to ours in most respects. Mallen summarizes :

“The fundamental findings of this study are that the Canadian Retail Food
Trades does have very high levels of economic concentration in urban areas;
that these levels are rapidly growing; that the four national giants play the
major role in this phenomenon; that barriers to shopping centre sites and
economies of local advertising appear to be the basic determinants of concen-
tration ; that the negative impacts of high concentration include a) “overstoring’,
and extra profits which lead to higher price levels; and b) less product variety
and less free service.” (p. 1959).

Unfortunately, Mallen reveals very little of his data—relying largely on histo-
grams and cross tabulations—and employs rather weak statistical procedures.
Because of our reservations about his data and the rigor of his analysis, we have
not drawn on this study for supporting evidence.

Buzzell-Salmon Report

The Buzzell-Salmon study is an attempt to forecast the future characteristics
of food retailing. Little empirical data are provided. The authors state that
increased price competition occurred during 1968-72 due to an inecrease in excess
capacity. However, they provide no evidence that either prices or profits were
reduced. They also indicate that they expect chains to level off in market share
and independents to gain increased control over “selling points”. This appears to
be conjecture which simply does not match up with the facts (see Figure 1.4
in report).

National Commission on Food Marketing Study

Hammonds cites an NCFM study that involves a simple pairing of the prices
of 30 high and low market share firms (Hammonds, p. 14). The study found
no significant differences between prices of the paired firms (Technical Study
No. 7, p. 210). Since no other variables were used in the analysis, it is impos-
sible to identify the net effects of market share as we did in our multiple
regression analyses. Hammonds quotes Professor Dan Padberg as verifying
the findings of the Food Commission staff (Hammonds, p. 15). This is an obvious
attempt to mislead those that are unaware that Padberg was the author of the
Food Commission study cited.

The NCFM study made other analyses purportedly designed to examine the
effects of “market conditions” on food retailing. “The primary effort {was] di-
rected [at] obtaining an understanding of the causes of variations in gross mar-
gins and net margins at the store level” (Technical Study No. 7, p. 180, emphasis
added).

This study had numerous shortcomings. Most important was its complete
lack of a conceptual model. Step-wise linear regression analysis was used to
identify which of some 15 variables were correlated with the gross margins of
individual stores. Students of industrial organization will recognize the in-
appropriateness of this approach in testing the significance of market structure
variables. Industrial organization theory attempts to identify the relationship
between market structure variables and a firm or industry’s margins. profits
or prices. It does not attempt, say in the case of food retailing, to explain the
margins of each individual store of a chain within a market. Many factors
unique to the store, especially its surrounding environment, are likely to influence
its gross and net margins. The most important factor determining an individual
store’s net margin is the rate of capacity utilization. It is not surprising there-
fore that factors such as inventory shrinkage, sales per square foot and sales
per store, had the greatest statistical significance in the step-wise regression.

The study was flawed because no model was used that recognized the likeli-
hood that these variables were actually intermediate explanatory variables re-
flecting the underlying competitive environment of individual stores. For example,
if a store holds a local geographic monopoly within a city because of its isolated
location in a preferred store site, it will have very high sales per square foot,
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sales per store una little inventory shrinkage. When the margins of individual
stores are examined, the competitive structure of its immediate market area is the
relevant factor—not the market strocture for the metropolitan area. It is there-
fore inappropriate to attempt to explain the performance of each store within
a city with a common set of marketwide structural variables.

The NCFM study also made one marketwide analysis. Again, this analysis
developed no set of hypotheses to be tested, simply using step-wise regression
to identify variables that were most closely related statistically to gross mar-
gins. (It did not report any tests using net margins.) Moreover, rather than
pool the data for the nine chains that reportedly provided data, a separate “test”
was made for each individual chain. The analysis also implicitly defined the
market as including all types of grocery stores, rather than the supermarket
submarket and included no variable to adjust for this bias. As explained previ-
ously, supermarkets are the relevant market when examining chain store per-
formance. Finally, the study tested only linear relationships between concentra-
tion and margins, although, as shown by our analysis, it is more appropriate
to assume curvilinear relationships between supermarket concentration ratios
and performance. All in all, the study involved a very crude, unsophisticated
testing of industrial organization hypotheses of the relationship between struc-
tural variables and margins. Whereas it promised much because it was based
on a large data base, it contributed no reliable knowledge about structure-
performance relationships.

Studies by FTC and Council on Wage and Price Stadility (H ammonds, p. 19)

Hammonds inappropriately cites two recent studies by the FTC and the Coun-
cil on Price and Wage Stability to support his case. These studies are jirrelevant
to the subect of the impact of monopoly power across markets. They examine the
overall level of prices and profits in the industry with particular emphasis on the
inflationary role of the industry during 1972-1974. These studies do not disagree
with our general conclusion that industry-wide profit data “provide no evidence
of widespread ‘profiteering’ by grocery chains during 1970-1974.” (Report, p. 2).

As we have repeatedly stated, our principal concern is with the increasing but
still minority number of metropolitan areas that are so highly concentrated that
competitive forces do not protect consumers from excessive prices and profits.
These are the markets that present a public policy problem.

Mori-Gorman Study

This study collected prices on a 151 item market basket from supermarkets rep-
resenting at least 90 percent of the supermarket sales in each of 22 cities from
three midwestern states. The cities were selected so that the basic cost factors
were similar. In most cities, the range between highest and lowest priced stores
was about 5 percent. Average market prices for the 22 cities were found to be
significantly different with a range of 4.5 percent.

The model employed by Mori and Gorman to explain average market price was:
extremely simple—employing only one independent variable, market concentra--
tion. Other variables that may either affect price levels or the accurancy of con-
centration measures were not included in their model. Not surprisingly, no rela--
tionship was found between average market price and the market share of the-
top four firms.

This study also examined the prices of four national or regional chains, each:
of which operated in from 7 to 18 of the cities studied, and related each chain’s.
prices to the market share held by the chain and the market share held by all
other chains. Once again no relationship was found from this very simple model.
The authors acknowledge that other factors may have clouded the underlying
price-market structure relationship. For example, they show that in markets
where a strong grocery discounter operated (holding at least 10 percent of the
market), one of the chains studied had prices that were more than 2 percent less
than in markets without discounters. Mori and Gorman conclude: “It appears
very evident that Chain A makes substantial adjustments in its pricing policy
subject to local competition.”

The extremely simplistic models employed in this study is a strong weakness.
In addition, the authors used all food store sales as the relevant market for com-
puting concentration and market share figures. As we have argued previously, all
supermarket sales are the appropriate relevant market for this type of study.
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When supermarket concentration ratios are not available, control variables
should be used to adjust for the bias.

Finally, the sample of cities studied by Mori and Gorman was heavily biased
‘toward small cities that were highly concentrated. Twelve of the 22 cities had
estimated populations of 25,000 or less; only three cities had populations over

*100,000. In the least concentrated market, the four largest firms made 56.4 per-
cent of food store sales and in the smallest and most concentrated market, the top
four made 99.0 percent of sales. In all but three markets, the top four firms made
‘'over 65 percent of sales; in all but nine, they exceeded 70 percent. Had these con-
centration figures been computed as a percent of grocery store sales, they would
have been even higher.

~In 1967, the average four-firm grocery store concentration in all metropolitan

~areas was 511 percent (Report, p. 132). Thus, Mori and Gorman studied mar-
kets whose concentration was far above the average of all markets and had no

_markets that were even close to being competitively structured as defined by our

.report. Considering the market concentration-price relationship found in our
study (Figure 1), the majority of the cities studied by Mori and Gorman would
have fallen on the upper horizontal portion of our S curve. In this portion of the
curve, prices do not change with changes in concentration since they are already
at the shared monopoly level. )

Because of the strong bias in the cities studied and the crude and inappropri.
ate analytical models employed, the results of this study are meaningless.

Fieure 1.—Empirical relationship found between grocery prices and SMSA
grocery store concentration.
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PREPARED STATEMENT OF TiMorHY M. HAMMONDS

My name is Mr. Timothy M. Hammonds, Vice President Research of the
Food Marketing Institute. FMI, a non-profit organization, conducts programs
in research, education and public affairs on behalf of its more than 850 member
companies and the customers they serve. FMI members are food retailers
ranging from food chains to one-store operators, voluntary wholesalers and
cooperative wholesalers.

The Mueller report before us today is a technical and complex document
unfortunately flawed by a multitude of incorrect assumptions and inappro-
priate manipulations. Even the noneconomist can readily appreciate the flaws
by looking at the absurdity of its conclusions. We will demonstrate that the
competitive standard set by this report would produce a rate of return capable
of hankrupting any major industry in the United States.

The report:

1. Establishes arbitrary competitive standards leading to equally arbitrary
conclusions ;

2, Ignores major competitive forces at work in food retailing ;

3. Constructs price and profit models using woefully inadequate data;
and

4. Ignores a wide variety of studies by other economists which establish
the basic competiveness of the industry.

The most obvious flaws in the analysis appear in the “monopoly overcharge”
section. In Table 1.1 Mr. Mueller selects his competitive market standard as
40 percent of sales held by the largest four firms in a standard@ metropolitan
statistical area. Before commenting on this choice, it must be made clear that
concentration ratios are but one measure of competitive vitality and not a
substitute for more complete analysis. With this qualification in mind, 40 per-
cent is the most restrictive standard ever set in industrial organization analysis.
The Neal Report prepared by the White House Task Force on Antitrust Policy
in 1968 stated:

“The term ‘oligopoly industry’ shall mean a market in which (i) any four
or fewer firms had an aggregate market share of 70 percent or more during
at least seven of the ten and four of the most recent five base years . . R

Even the overly restrictive Hart Deconcentration Bill, S. 1167, of 1973, which
was not favorably reported by the Judiciary Committee, set a more lenient
norm than the authors of this report:

*. . . monopoly power is possessed by any corporation if the average rate of
return on net worth after taxes is in excess of 15 percentum over a period of
five consecutive years . . . or . . . if any four or fewer corporations account
for 50 percentum or more of sales . . . in any year out of the most recent
three years preceding the filing of the complaint.”

To help in assessing just how restrictive this standard is, let us look at a
cross section of American industries. A 1975 University of Michigan Graduate
School of Business publication entitled Industrial Market Structure and Per-
formance by D. N. Winn lists over 130 domestic industries and their national
four-firm concentration ratios. Keep in mind that the authors of this report
use an even more restrictive local market ratio. Of Winn's cross section of
industries, over 65 percent had four-firm ratios in excess of 40 percent. The
consequence of accepting the Mueller standard would be to find the majority
of all American industry in violation.

Let us set this same standard in a different light. In Table 1.1, the authors
accept a pre-tax return on sales of 1.15 percent as their competitive norm.
We can easily translate this to return on equity and return on assets for food
retailing. Mr. Mueller himself makes a similar conversion in the paragraph
following this table. Using his own conversion ratio and applying the well-
known formula® for such a conversion, we find a 6.3 percent return on equity
and a 3.2 percent return on assets.

These returns are less than that available on certificates of deposit from a
savings and loan institution. In 1976 the all industry median return as reported
by Forbes Magazine was double this at 12.7 percent. Even the Hart Bill sug-
gested monopoly power for returns only in excess of 15 percent.

As we stated earlier, the competitive standard set by this report would pro-
duce a rate of return capable of bankrupting any major industry in the United
States if continued over time.

1 (Return on sales minus taxes) times (asset turnover) equals (return on assets) times
(leverage factor) equals return on equity.
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You must ask yourselves whether you are prepared to accept the conse-
quences of adopting these standards as the norms of industry analysis. If yon
are not, you must reject the Mueller report.

The selection of arbitrary and highly restrictive competitve norms is only
symptomatic of the shortcomings of the analysis. This and the additional
questionable techniques which we discuss suggest an effort by the authors to
tailor the analysis to fit their bias.

'I. THE REPORT'S ANALYSIS OF MARKET SHARES AND TRENDS IS
SUPERFICIAL AND ERRONEOUS

We now turn to one of the most glaring omissions of the analysis. The failure
to adequately consider, or even to acknowledge, the substantial churning of
market shares so well documented by other economists. The authors would
have you believe that the grocery industry is characteried by steadily increas-
ing large firm market power which in turn leads to steadily increasing prices
and profits.

As a check on the author’s objectivity, we used the same Grocery Distribu-
tion Guide cited in the report to determine whether the largest firms were
in fact able to maintain their market shares over time. We are, therefore,
using the author’s own source to test the internal consistency of their major
hypothesis without endorsing the accuraey of the Grocery Distribution Guide.?

Since we do not know which cities were included in the analysis, we ex-
amined the top 20 metropolitan areas. Of the largest 20, 17 had a different
set of top four firms in the census year 1972 than in the census year 1967.
That is, in 85 percent of the markets, at least one of the original top four firms
fell from that group and was replaced by a different firm. Of these same 20
cities, 14 (70 percent) experienced another turnover of at least one firm among
the top four between 1972 and 1975, the last year for which data are now
available.

The authors totally ignore this churning and would instead lead the Com-
mittee to believe large firms so dominate the market that competition is ineffec-
tive. It is precisely the presence of active and intense competition which leads
to the very high turnover rates actually observed.

In faect, the authors studiously avoid an explicit statistical test of their
hypothesis of steadily increasing market power over time. We have constructed
such a test and have attached it to this testimony. The conclusion from this test
is that there has been no statistically significant upward shift in the distribu-
tion of top four-firm concentration ratios in the largest 200 metropolitan areas
since 1958.

The authors have also ignored other significant facts prevalent in food retail-
ing which are essential to even a truncated market share analysis. The data
as presented by the authors completely mask the most dramatically growing
segments of the industry. Independent retailers affiliated with cooperative
and voluntary organizations are not included or evaluated as a group. Never-
theless, these organizations do function with common purchasing and mer-
chandising programs, including joint advertising, and most often operate under
a common name. Cooperatives and voluntaries contribute substantially to the
competitive vitality of the industry and represent nearly 50 percent of retail
food store sales. Their members consist in large part of the 4-9 store firms
which represent the industry’s fastest growing firms. They are, however, totally
ignored as competitive market area factors in the Mueller report.

A market place with no significant upward concentration shifts since 1958
coupled with a high rate of change in identity of the top four firms in each
metropolitan area certainly sets an entirely different tone than established by
the authors.

II. THE MODELS IN THE MUELLER REPORT, PARTICULARLY THE PRICE MODEL, ARE THE
RESULT OF THE IMPROPER USE OF INADEQUATE DATA

Let us now turn to the models and analytic techniques. Qur attention will be
primarily on the price model for that forms the basis for the “monepely over-
charges” produced by Mr. Mueller. I might say, however, that the profit model

2 The reliability of the Grocerv Distribution Guide as a rource of market share is at hest
uncertain. This publication does not use census data and the methodology is unspeeified.
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is also seriously flawed with two factors standing out: The choice of corporate
divisions as a tool of analysis and the use of averaged profit data as the Key
equation variable.

Although the authors talk about the need for assessing concentration on a local
market basis, they choose to analyze divisions instead of metropolitan areas.
Corporate divisions are very large areas structured to correspond with ware-
house distribtuion systems. These often are so large as to include more than
one standard metropolitan statistical area and certainly would not meet the
relevant market definition of any economist. S.M.S.A. profit equations are cited
by the authors but discarded in their final analysis.

As to their choice of profit variables, the authors have elected to average the
profits of each firm over the years under study. The technique commonly used
in the profession is to enter individual yearly observations rather than a single
average. Pooled time series-cross section analysis is well established in agri-
cultural economics. It is the task of regression analysis to explain variation.
Since averaging reduces variation, it makes the dependent variable less difficult
to explain and, therefore, increases the significance level of the equation. This
effect can be seen through firm L in Table 2.3, The “average” profit for 1970, 1971,
and 1974 (the three years included in the author’s analysis) is positive even
though two of the three years are losses. This technique is consistent with the
authors tendency to avoid any facts which might weaken their results.

Now to the price analysis. This is both the most critical and the analytically
weakest section of the report. As a vivid illustration of the author’s unusual
techniques, consider their inclusion of the market rivalry variable. The authors
refer to prices which they contend may be up to 14 percent higher than an arbi-
trarily selected competitive norm. Yet the inclusion of this single market rivalry
variable nearly doubles the explanatory power of the equation (Table 3.3) and
increases the coefficient of the concentration ratio by over 30 percent.

The construction of this market rivalry variable is unusual to say the least.
Even the authors seem somewhat embarrassed to explain its implication that
the impact on market prices is identical regardless of whether the top four
firms grained by 20 percent in their market share, or declined by 20 percent
in their market share. A variable so obviously inconsistent with the rest of
their analysis yet so important to the strength of their results can only be viewed
with suspicion. While the justification of this arbitrary step is highly questionable,
the impact of making the equation fit the author’s preconceived hypothesis is noth-
ing short of dramatic.

A similar manipulation can be observed in the profit equations, Tables 2.6
and 2.7. In neither of these tables is the concentration variable statistically sig-
nificant until it is introduced as an extremely unconventional concentration ratio
transformation as follows :

(CR.+.20)%/1-3(CR,+.20) +3 (CR.+.20)*

No a priori priori justification for such a transformation appears in the
report. Apparently, the authors feel lack of correlation between profit and con-
centration simply means that the analyst has not been sufficiently inventive in
applying a series of complex mathematical manipulations.

The most serious omission in the price model is the absolute failure to con-
sider either consumer income or operating cost variables. Consumer income does
vary considerably across metropolitan areas and is a fundamental tenet of mar-
ket price theory. Its omission is incomprehensible to a trained economist. Cost
differences are well established in the literature as significant determinants of
grocey prices. Their exclusion is likewise incomprehensible.

Simple (linear) four-firm concentration ratios are significant in the price equa-
tions but not in the profit equations. This strongly suggests that prices are higher
in some markets because costs are high. This observation is consistent with the
work of other indutry analysts.

Mr. Mueller argues that costs are under control of management and, therefore,
need not be included separately. He reasons that high concentration leads to lax
management leads to high costs. Yet the most recent study of the impact of
market characteristics on city food prices, by Grinnell, Crawford, and Feaster of
the TI.S.D.A., found transportation cost to the city to be the strongest and most
consistent correlate with price. This is certainly not a variable under manage-
ment control.
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Mr. Mueller agrees with other industry analysts that prices and costs are
related. He insists, however, in turning the cause and effect nature of that re-
lationship upside down. Where other analysts find prices commensurate with
costs, Mr. Mueller finds only sloppy management. It is difficult to reconcile the
authors view of a management consummately skilled at controlling competitors
yet totally inept at controlling cost. Their view of the market is simply un-
realistic.

If the appropriate variables, including consumer income, transportation cost,
and operating cost were included in the price equation, there is substantial reason
to believe these would account for most, if not all, of the variation in city prices.
The result would be a substantial lessening of the significance of the concentra-
tion variable and of the magnitude of its coefficient. Since the “monopoly over-
charge” is a direct product of this coefficient, it too would be substantially re-
duced if not eliminated.

Finally we come once again to the “overcharge” estimate itself. We do not
believe that an unbiased industry analyst, not intent on proving market abuse,
would be willing to produce a national “overcharge” starting from such a shallow
base as the prices of three firms, for one month, for products comprising less
than half of store sales. This is a gross overextension of the analysis even with-
out the extensive problems with the equations themselves discussed earlier.

In overreaching the bounds of their analysis the authors base their “monopoly
overcharge” on a cross-sectional multiple regression model. They do not indicate
that this estimate of monopoly overcharge is sensitive to the absolute level of
prices prevailing in October, 1974 in addition to the relative intermarket prices
used in the estimate. Further, there is reason to believe that the price data used by
the authors contains substantial upward bias with regard to level since only dry
grocery prices are included in the estimating equation. This is true because
other items within a store, especially produce and meat, are frequently price
specialed while dry groceries are specialed (both frequency and depth) less
often. Inclusion of price observations from a representative mix of items within
a store would lead to a lower absolute price level across markets than the
author’s used.

The potential variation in estimates of monopoly overcharge due to absolute
price level is not an obvious relationship but is a direct one. Price levels sig-
nificantly lower than used for estimating the parameters of the price equation
upon which Table 3.4 is based would affect the norm chosen. That is, the norm
chosen to represent the same 6.3 percent return on equity would be at a higher
CR. than 40. With a higher CR. than 40, the estimate of monopoly overcharge
would be substantially reduced from the estimate contained in the report.

In summary, absolute price level is a factor impacting on any estimates of
monopoly overcharge which the authors either chose to ignore or did not realize.

In addition, we must point out in the strongest terms possible that Table 1.1,
the heart of the “momnopoly overcharge” argument is meaningless without sta-
tistical confidence intervals. We have no way of knowing whether the differ-
ences in price levels depicted in Table 1.1 are significantly different. In fact, we
were able to construct a partial confidence interval from the information pro-
vided in the report which indicates the price levels for four-firm ratios of 40
percent are not significantly different from the levels of four-firm ratios of 50
percent. We can only wonder how many other serious omissions of this nature
cloud the objectivity of the analysis.

One measure of objectivity in a scientific document is the fairness with which
the authors report the sensitivity of their conclusion to alternative model formu-
lations. This report contains no sensitivity analysis. We can, however, provide
a step in this direction by using their footnote number 39. The authors do report,
although not in the body of the text, that their choice of excluding the years
1972-73 from the profit equation inflated the competitive norm return on sales
by over 45 percent. With this level of sensitivity, it is not difficult to understand
why other information of a similar nature was not presented.

Another measure of objectivity is the tolerance of evidence contrary to the
author’s basic hypothesis. Mr, Mueller handles such evidence by simply discard-
ing it. He has, for example, included special variables to net out the impact
of A&P in this analysis. He has, in fact, been excluding this company as a
“special case”—a short-run aberration—for over ten years. His. report states
explicitly : “This (A&P) variable was also included to reflect the fact that for
over @ decade A&P had profit rates well below the industry average”. {Emphasis
supplied].
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If the authors’ theory of large firm dominance were correct, one could never
observe a market aberration such as A&P. Certainly one cannot dismiss per-
formance for over a decade as an ‘“unusual case.”

III. THE BASIC CONCLUSION OF THE MUELLER REPORT HAS BEEN REJECTED BY
RESPONSIBLE STUDIES

Not only were the data available to the authors of the Mueller report woe-
fully inadequate to support their principal conclusion that price is a strong
positive correlate with market concentration, but responsible analyses during
the past decade have reached a directly contrary conclusion. The reliability of
these other studies is in no way diminished by their use of data categories differ-
ent from that underlying the Mueller report, particularly in view of the patent
shortcomings of the Mueller analysis.

Foremost among the studies finding an absence of any correlation between
market concentration and price in food retailing is that conducted by the staff
of the National Commission on Food Marketing and reported by that agency.’
The National Commission was a bi-partisan governmental body appointed by
President Johnson, the then Speaker of the House and the then President pro
tempore of the Senate to study all aspects of food marketing which might have
public policy implications. One of the most important issues as respects food
retailing faced by the agency was the allegation first raised by Dr. Mueller and
his colleagues in FTC’s Bureau of Economics that food retailers charge higher
prices in markets with high concentration. The FTC staff had attempted to
“prove” this correlation through a gross margin—market share comparison.*

Recognizing the inadequacy of such an analysis, the Food Commission staff
conducted a study designed to show whether there was a relationship between a
firm’s actual selling prices (the same type of data used by Mr. Mueller) and
its market share in different areas. Prices concerning all major food product
categories and some nonfood categories were collected and 30 inter-market
comparisons were made. The NCFM study directly contradicts the Mueller
allegation and discloses no correlation between price level and market share.
The conclusion was:

“In.these 30 companies between market share and price, results were random
in nature. By one measure of prices, the firm with the higher marKket share
had the higher price in 16 of 30 comparisons. By the other measure, the firm
with the higher market share had higher prices in 14 of the 30 comparisons.
These findings tend to confirm the earlier indications that variations observed
in gross margin results more from variation in the sales mix, waste and pil-
ferage than variations in price level.” [National Commission on Food Market-
ing, “Organization and Competition in Food Retailing,” at 210 (1966).]

Thus, any profit performance which might be associated with market position
derives from customer acceptance and efficiency not with higher than competitive
price levels. These observations are enlarged and sharpened by Professor Daniel
1. Padberg in “Economics of Food Retailing,” Cornell University. (1968). Pro-
fessor Padberg concludes from the same data used by the Food Commission:

Prices are not systematically related to the market shares of competing firms.
Prices are related to the intensity of ecompetitive challenge, which may be high
in a concentrated market or low in a market of low concentration.” [Id. at 170.]

In another analysis of price data in the food retail industry, collected with
respect to 22 cities, an analysis at Purdue University found that there was no
support for the hypothesis that higher concentration ratios result in higher
overall price levels or permit a firm to charge higher prices than in markets
where concentration is lower. The authors explain :

“Present public policy which places heavy emphasis on concentration ratios
has a very weak empirical foundation. [Mori and Gorman, “An Empirical Inves-

3 The Mueller report creates some confusion as to the origins and sources of the Food
Marketing Commission’s staff report on food retailing, National Commission on Food Mar-
keting. “Organization and Competition in Food Retailing,” (1966). Thus, the Mueller report
cites the NCFM report on retailing to support the proposition that there is a strong correla-
tion between market share and pre-tax profits. In fact, the citation is to a study pe_rformed
by the FTC Bureau of Economics whose prinelpal author was Mr. Mueller. In_ this stote-
ment references to the NCFM staff study will be to the report actually prepared by the staff
of the National Commission. .

¢ Interestingly, Mr. Mueller has now apparently abandoned his earlier helief that gross
margins could serve as a surrogate for price levels. The Mueller report itself, page 50, indi-
cates some of the shortcomings of such a hypothesis.
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tigation into the Relationship Between Market Structure and Performance as
" Measured by Prices,” Journal of Farm Economics (1969) J

Most recently, an analysis of inter-city grocery market basket information in
conjunction with a number of variables, including market concentration ratios,
was undertaken by U.S. Department of Agriculture economists.® It was the
hypothesis that high market concentration is associated with high food price
levels. To the contrary, according to the Grinnell study, distance from production
area, a variable not even considered in the Mueller report, is the major con-
tributor to inter-city price variations.

In sum, every other empirical evaluation of the issue has concluded there is
no support for a correlation between concentration and price levels. The basic
conclusions of the Mueller analysis are, thus, further undermined by the con-
trary results of these responsible evaluations.

IV. CONTRARY TO THE IMPLICATION OF THE MUELLER REPORT THE RETAIL FOOD
INDUSTRY IS HIGHLY COMPETITIVE

By every reliable measure, food retailing is a highly competitive industry and
consumers receive the benefit of that competition.

Although market share calculations are not sufficient by themselves for even
a structural appraisal of competition in a market and a structural analysis is
itself incomplete, the market share levels and trends relative to food retailing
do not support the conclusion that the industry is non-competitive. On a national
level, all food chains operating eleven or more stores continue to be the slowest
growing segment of the industry representing less than 50 percent of total
food store sales. Independents affiliated with cooperatives and voluntary groups
continue to be the fastest growing firms, other than convenience stores, in food
retailing.

At the local level, where competition in food retailing is most significant,
average concentration levels remained relatively stable during the period
1967-1972. The concentration ratio data reported by Census, moreover, do not
include as a competitive unit voluntary or cooperative affiliated retailers although
these firms operate as a unit for purposes of procurement and merchandising
including, most often, common advertising, Further, the Census data do not
reflect the very important factor of market turbulence—the inability of market
leaders to retain their position. Previously in this statement, we have provided
information concerning the substantial churning of market position which has
marked food retailing in recent years. These data are significant in light of the
observations of the National Commission on Food Marketing staff that:

1. Smaller firms tend to retain their market position more tenaciously
than larger firms ;

2. Firms with “market shares” in excess of 20 percent exhibit substantial
instability, and their market position is subject to considerable erosion ;: and

3. Increases in local concentrations result mainly from growth of local
and regional firms.®

It is interesting in this regard that a conclusion by the principal author of the
Mueller study to the effect that a strong market position can be maintained
“for years” without loss of market share or profitability has been totally
disproven. In 1966, Mr. Mueller cited the National Tea market position in
Denver, Detroit, and Chicago as proof of his market rigidity hypothesis.”
National Tea is now not even present in any of those metropolitan areas.

A dimension of market structure largely ignored in the Mueller report, ease of
entry into the food retailing industry is widely recognized. For example, the
Federal Trade Commission itself, in the only contested food distribution merger
case decided by the agency, relied on the facility of entry in the industry in
declining to attempt to require divestiture.® The steady increase in 2-3 and 4-9
store operators and the expansion of firms operating 11 or more stores—demon-
strates the free movement of smaller firms into larger size classifications.

5 Grinpell. Crawford. and Feaster. “Analysis of the Imnact of Market Characteristes on
Citv Food Prices.” Paper presented at the annual meeting of the American Agricultural
Eeomamies Arsociation (Aug. 15-18, 1976).

8 National Commission on Food Marketing, ““Organization and Competition in Food Re-
tailine,” enpra, 57.

774, 368,

® National Tea Co., 69 PTC 226 (19686).
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Perhaps the most striking illustration of ease of entry in food retailing is a
tabulation, published by Chain Store Age, which lists more than 300 firms which
it describes as “unknown 10 years ago” which are currently operating four or
more stores® Even in the unlikely event that the 300 figure represents a complete
inventory, it would mean than nearly 25 percent of all firms operating four or
more stores in 1972 were either not in existence or did not operate two or more
stores in 1963. The success of new competitive factors underscores the competitive
nature of food retailing. In addition, the number of convenience stores more than
trebled during the period 1965-1972. Competition from discount department
stores operating food departments has also increased markedly.

Finally, the profit performance of food retailers is wholly inconsistent with a
monopoly or oligopoly hypothesis. The “monopoly overcharge” alleged by the
authors of the Mueller report exceeds the total annual profits of all supermarkets.
Two government agencies which have recently examined food retail prices have
concluded that whatever price variances have occurred are not the result of
so-called profiteering. According to a 1975 report by the ¥TC Bureau of Eco-
nomics, food price increases occurring since 1972 were the result of increases in
raw food prices.® The Council on Wage and Price Stability concluded in late
1976 that food chain prices respond directly and accurately to upward and
downward movements in farm prices.™

CONCLUSION

In conelusion, we have presented a detailed but not exhaustive documentation
of the glaring flaws of this report. We believe the Mueller argument represents
an unwarranted attack on a responsible sector of the American economy which
does not merit the dignity of your further consideration.

CHI SQUARE HOMOGENEITY TABLE, 206 IDENTICAL CITIES

Number of cities

1958 1963 1967 1972 Row totals
4-firm concentration ratios (percent):

-plUS . e 1 4 5 9 19
6510 70___ - 7 11 11 20 49
60 to 65___ - 27 22 28 23 96
55to 60___ . 24 25 33 30 112
50 to 55._. . 31 44 40 30 145
4510 50___ - 53 3 35 36 158
40to 45__. - 29 33 27 36 125
3510 40.__ - 18 17 17 9 61
30to 35___ 12 11 11 9 43
20t030..__.- 5 3 4 16

Column total ... ____._.___.. 206 206 206 206 824

Nolte 2 ;:alculated chi square equals 32.86; table chi square value equals 36.7; alpha equals 10 percent, degrees of freedom
equals 27.

Representative Loxe. Mr. Hammonds, you said your testimony was
going to be forceful, and it was. Some of the things you pointed out,
I am sure, will lead to comments from Mr. Marion and Mr. Mueller—
which one of you would like to speak first?

Mr. Marion. Many of the comments that we made earlier today in
response to the questions raised by the committee about the nature of
the sample, the representativeness of the market basket for example,
have been dealt with.

T think one of the points that he raises that is germane and that I
could respond to again is the question of the inclusion of other expense

o Chain Store Age, 1972 (Sales Manual) 64,66 (July, 1972).

10 PTC Staff Report, ‘“Food Chain Profits.” Summary (July, 1975).

11 Counecil on Wage and Price Stability. “The Responsiveness of Wholesale and Retail Food
Prices to Changes in the Costs of Food Production and Distribution,” (November 1976).
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factors that might explain the difference in prices in the various mar-
kets; I would simply reiterate the earlier comment that when we
plugged in wages—which is the most important expense category in
retailing—when you put this in our models, it does not come out as
significant; it has no effect on the relationship which we have estab-
lished between price levels and the concentration of markets and the
relative market share. I believe the committee now understands this
point; it remains only to convince the food chain spokesmen, Mr.
Goldberg and Mr. Hammonds.

Similarly, the transportation variable was tested, albeit in a rather
limited fashion. But I think that for this to have a particular signifi-
cance on our findings, one has to say there are some other expenses
that are positively related to concentration, for example, that occu-
pancy is higher for some reason in concentrated markets than in low
concentrated markets. We discussed this when doing our research but
really could not come out with any plausible reason why that should be
true. We have certainly heard no such reasons so far today either.

Representative Lone. What you are saying is that the labor cost dif-
ferential would have no affect upon your findings when it is fed into
the equations and the formulas that you used, and that the cost of
getting the product to the particular stores, in each of the localities,
again, would have a negligible affect upon your findings; is that
correct,?

Mr. Martox. That is right, to the extent we were able to test trans-
portation costs. We did not attempt to extensively test that particular
cost.

Representative Loxa. You are saying that there are some other fac-
tors inherent in concentration that do perhaps have some affect on this,
but that you were not able to measure; is that correct ?

Mr. Marion. I am saying there are other expenses certainly in
retail stores, such as occupancy expense. There is no reason, how-
ever, to expect those expenses to be higher in concentrated markets.
In fact, we tend to find store occupancy expense is higher in the larger
cities, where property is expensive. Our larger cities tend to be less
concentrated than our smaller cities; so the main thing we would ex-
pect with this variable is an inverse relationship between occupancy
expense and concentration. '

Representative Loxa. Would you like to comment on this, Mr.
Mueller?

Mr. MurLrer. First, Mr. Hammonds commented that in using con-
centration ratios of 40 we were using a completely unprecedented
stancard. He cited the Hart bill which used 50 percent as a standard
and the Neal report which used 70. Well, those weren’t standards of
the level of competition but rather the level at which they said firms
had such monopoly power that drastic action should be taken to re-
structure the industry. They were presumed in Senator Hart’s bill
to have market power if they had concentration that high.

Likewise in the Neal report. Neal talks about lower levels of concen-
tration in another part of it; and certainly the 40-percent level which
we use was derived empirically. We found that at below that level in
food retailing, prices and profits were still declining somewhat; and
we could have picked a lower level and said until prices and profits
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level out, we don’t have competition. Admittedly, there is something
arbitrary about picking that particular level; but it certainly does
have a basis. Saying that we would bankrupt. an entire industry if we
used this kind of a standard, because at this level during this period of
depressed profits, the industry was only earning 6.3 percent in those
kind of situations, again seems unwarranted. We would not expect
that and we do not expect the food retailing industry is going to con-
tinue in the low levels of profitability that it was at that particular
time.

I could comment on every one of his points. If any of them had any
particular appeal to you, I would be glad to do so.

Representative Loxc. What about the aberration of A. & P. as he
described it ?

Mr. MoeLLER. Certainly it

Representative Lowne. It is historically known by many of us that it
has not been these last few years a very successful operation; conse-
quently, are you justified in just casting it aside ?

Mr. MuEeLLeEr. We are not casting it aside. In fact, we examined
it extensively. What we are doing is showing, in fact, how much
lower its profits are than profits of other chains. We introduce it
in two ways. One, we see what the impact of A. & P. is when it is
in a market of firms that compete with it; and based on this, we
find that generally firms have higher profits in markets when they
compete with A. & P., with the exception of 1972. The other thing
we look at is what happened to A. & P.’s own profits during the time
it was practicing its WEO program. It shows that they went down
substantially. The only time we, in effect, cast aside A. & P. is where
we say, well, we have included it in these ways in these other models.
Now let’s take out A. & P. and see what kind of results we get. Then
we look at A. & P. separately to see—just looking across its divi-
sions—whether its profits vary among divisions depending upon
concentration. Let me emphasize that our study’s conclusions were
obtained both with and without using A. & P. data.

I would hardly say we are casting it aside. We are just examining it
and saying there is something unique about A. & P. in terms of its
profits, its size, and its WEQ program and the way in which it may im-
pact on other firms.

Representative Loxg. What about the point that I think Mr. Gold-
berg or Mr. Hammonds made regarding the years 1972 and 1973, and
the carryover of those years. What impact would you expect on your
study’s results if the profit data from those years are included in your
study ? What would be the relationship of profits to market concen-
tration with the inclusion of those years? )

Mr. MurLLEr. We show the same result both including those years
and excluding them. This thing has been bandied about by those guys
to mislead the committee. We have been cautious—and I think schol-
arly—in saying there was something unique about those years. We
want to treat them separately from the others and see what would
happen when they are both excluded and included. .

Sure, profits were higher when those two historically low-profit
years are excluded. We do not make any more of this than the fact
that it did- occur, and then we attempt to measure how much dif-
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ference it makes. And, as I said earlier, our results would have been

even stronger, had we included those years. Mr. Hammonds’ comments

are foolish and naive,

b Reprezsentative Loxg. What happens in your study if you put them
ack in?

Mr. MuerLer. The basic relationship exists.

Representative Lone. It does not change the basic relationship ?

Mr. MueLLER. No. Not one bit. It makes it stronger.

Representative Loxe. Mr. Farrell, you emphasized the need for
better data. I think if one thing is evidenced here it is certainly
that. Would you endorse the efforts by the Joint Economic Com-
mittee to gather additional data from the food retailing industry
and go into this matter further?

Mr. Farrerr. Yes, sir. I believe that the Marion-Mueller study
is an important step in the right direction. I do not think that it
provides incontrovertible, absolutely conclusive evidence with respect
to the issues they are addressing. I would like to see more data
and more analyses of these particular issues.

Representative Loxe. Mr. Goldberg.

Mr. Gorpeere. I agree with Mr. Farrell. In fact, it seems to me
that every one of us on this panel agrees, Congressman Long, only
we have stated it differently. The authors cautioned within their
total study about the slim data and so forth. Then when they get
to the end of the study, they came out pretty hard and pretty strong
with their conclusion. We really don’t know whether there are higher
costs or lower costs. We really don’t know for sure whether there
are higher costs or lower costs when they have concentration. We do
not know how comparable those particular examples are for the rest
of the food industry. We do not know whether concentrated markets
or nonconcentrated markets impact on different cost matters. We
don’t know any of it. I think what concerns me as a researcher and
one that tries to work closely with the Government and private sec-
tors is that when you have a study like this, which is very useful—
and Mr. Farrell is right, and I certainly agree with him on that—
but when you have a study that is so needed by both the practitioners
in the system and by those who need to protect the consumers against
faults in that system, when you stress conclusions with partial evi-
dence and stress those conclusions so strongly, you build up future
barriers between the committee and the industry.

I guess that’s what concerns me the most. Frankly, T would like
to get my hands on that data. I asked Mr. Tyler of the committee
staff for it. He said it is not available for public release. I would
like to see how it fits into the total food system, not just that one
small segment of it. I am sure that Mr. Mueller and Mr. Marion are
not pleased to have to say the kinds of things they say about the
conclusions, that it’s hazardous to make this assumption, and then
go ahead and make it. Nexertheless, that’s what they had to do.

Representative Loxa. You have made a misleading statement. For
the record, let me correct a comment you just made, Mr. Goldberg. Mr.
Tyler of the committee staff informed you on September 24, 1976—
over 6 months ago—that all the data used in the study was available
to you. He even gave you the phone number where Messrs. Mueller



107

and Marion held the raw data. I understand you never solicited even
one item of that data. In this same letter, incidentally, you were in-
formed that your participation here was requested by the NAFC—
the National Association of Food Chains—initials very well known
to you.

We might go into this thing rather extensively to get a great deal
more information and see if we cannot make it available across the
board. That might be one of our recommendations. We might very
well be able to oblige you in that respect.

Mr. Gouoserc. I would appreciate it. On the other hand, an in-
dustry that is, I think, going through a competitive stage because
of the excess capacity in 1it, and obviously quite reluctant to give you
the original data

Representative Loxa. Mr. Goldberg, now you sound like the man
who said, “The Lord giveth and the Lord taketh away.”

Mr. GowpBerc. I guess all I am concerned about, Congressman
Long, is that when you come up with a study that is so strongly stated,
you put the defenses up on an industry that we need to get coopera-
tion from in order to get the data.

Representative Loxa. That is not the case here, The industry refused
to share that data with us long before the study even began. But I
think that is true. Certainly I think that the lack of available infor-
mation over the many years—and I gather that there has been an
absolute paucity of information—has caused many people who have
attempted to study this a great deal of difficulty in arriving at any
reasonable conclusions that are supportable by evidence. That is cer-
tainly one of the problems Mr. Mueller and Mr. Marion had in trying
to get their study together. Further complicating the matter is that
in trying to be fair and avoid hurting anyone, we felt the data should
be kept relatively corfidential, without identifying particular firms or
markets involved. But, it then becomes difficult to make a specific case
on a specific point when you cannot identify the city involved and
the chains that are involved.

Mr. MueLLer. I would like to make a general statement. There
have been all these comments about the qualifications we made and
the qualifications that if others were doing the study they would make
and so on. And there have been other studies presented before this
committee on this subject, the implication being that they were some-
how of a higher quality.

I think I probably read just about the entire output of this com-
mittee, and particularly the material in this area. No study occurs
to me where witnesses had data as detailed as we did or used as
sophisticated research techniques and models as we did.

Certainly we made statements like “There’s a problem here with
this sample.” We are cognizant of it. Then we looked at it to see if
it is biased or just how biased it might be.

The data were not randomly selected as you know. But that does
not mean that it is not representative.

In looking at our observation against those of the entire industry,
in fact it looked quite representative.

Representative Loxe. Thank you, Mr. Mueller.

Congresswoman Heckler.
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Representative HeckLer. Obviously it is easier to be critical of
a study than to produce a study. One can say that this is an investi-
gation of food pricing, a subject that has been discussed extensively
but not studied exhaustively. The question remains: Why is it that
we may not have been able to draw supportable conclusions; and
the answer obviously is that the information, the original data, has
not been forthcoming in more quantity.

The limitations in part on this study are attributable to the fact
that original data was not submitted willingly by the industry;
and, in fact, it took over a year of negotiations, using the subpena
power of this committee, to have the food chains provide the informa-
tion that is the basis of this study.

So if we still have inadequate facts, and if the academic world
needs them as Professor Goldberg has said, we in Government need
them too. If we cannot develop supportable conclusions without
them, then the question is this: Is the supermarket industry, or the
food industry, willing to provide the information that the consumer
and public policymakers have a right to know ¢

We are caught in a catch-22 in which we can constantly study
this segment or that yet, ultimately, industry spokesmen find this
weakness or that and speak of restrictions and limitations and
the need to discard the results. Each time we are reliant upon the
original data that is forthcoming and receive criticism from those
not supplying this data because it is insufficient.

FOOD CHAINS ASKED FOR MORE DATA

It seems to me there is never going to be an answer to this until
we have a more open attitude on the part of the supermarket chains.

If it is not true as the professors in this study concluded that the
degree of concentration has produced a 14-percent price spread of 110
selected food items, if that isnot a fair conclusion, then how can we find
out exactly what conclusions can be drawn from market share and
from the other factors that are discussed ?

So I question Mr. Hammonds on this subject. This committee has
tried to honor the commitments for confidentiality as meticulously
as possible. We are searching for the facts and an equitable solution.
We are caught in a situation where no more answers will be forth-
coming without the cooperation of the food market industry. They
have come to criticize and I think they have an absolute right to do
so. But when are they going to provide us with the kinds of original
data that will give us a study that is comprehensive and effective
so that the good comments made by Mr. Farrell on this study can be
carried a step further and really answer the problem ?

Mr. Hamaonps. Let me respond as best I can as an economist
and not being able to speak as a lawyer for the industry.

Our companies make individual decisions in this regard. The Food
Marketing Institute and its predecessor, the NAFC has no data of its
own on prices or profit levels in the individual firms. So I am
therefore speaking for the institute and not for the individual
members.
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I think our prime concern here today was that the study before
you not be considered the definitive piece of work from which to
generate public policy. It seems to me we are moving very rapidly
in that direction. Beyond that question, I feel the institute has no
objection to legitimate research. It then becomes simply a ques-
tion of the cost of supplying the data versus the application.

I think that is an excellent area for consideration of your com-
mittee. I think that we would need time to put together a panel
either from the institute or perhaps a group of food retail executives
to sit down and talk that over with you.

I think we are ready to be responsive to the committee, but it is
a matter of how the data are obtained, the cost of assembling that
data; and I think that our industry would be happy to discuss
that with you.

Representative HECKLER. You mean your industry is going to
oblige the Jegitimate public policy questions raised by this hearing
and by the panelists from various points of view and provide us
with fhe original data to study the whole subject of the retailer’s
role in food policy and food pricing

Mr. Harxroxps. You are asking me a question which I cannot
respond to now. That is an individual company decision. We do
not have data at the Food Marketing Institute ourselves. Our in-
dividual companies would have to make their own decisions on that.

Representative HECKLER. As I understand it, the president of
your organization is present in this committee room. Would it be
possible for him to respond to this question?

Mr. Hasonos. I cannot answer that one either.

Representative HeckrLer. Is the president of the Food Market-
ing Institute in this room? Either the executive director or the
president?

Mr. Hasratoxps. Mr. Aders is going to appear on April 15.

Representative HECKLER. Mr. Aders, would you like to make a
comment now ?

Mr. Apgers. I would prefer to wait until April 5 when I have a
chance to think about the particular testimony. If you have a question
now, I would be glad to deal with it.

Representative Loxe. Why don’t you restate your question, Con-
gresswoman Heckler?

Representative HeckrLer. My question, Mr. Aders, is this: Is your
membership willing to provide us with the original data under the
same conditions that we requested earlier to conduct the limited Joint
Fconomic Committee study that is the subject of today’s hearings?

The limitation of the study is attributable, according to one of
the authors of the study, Mr. Marion, to the limited number of items
they could consider because they did not have original data on a
sufficient number of items. And second, they only had price data from
3 of the 17 chains from whom we requested this very vital information.

Now what I ask is this: Are you willing to oblige the committee
and provide that kind of data so that we can conduct a comprehensive
investigation of this whole question of food pricing ?

96-514—77——S8
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COMMITTEE REFUSED MORE DATA AND URGED TO “GO SLOW™" BY FOOD GHAINS

Mr. Apers. Well, let me deal first with the implication of the
question. As I recall the background of this matter, the study was
based upon data submitted to the Joint Economic Committes back
in 1974 and it was submitted by the companies in response to a request
from the committee. I do not know whether the companies were able
to submit more at the time and did not, or whether they fully satisfied
the requirements of the committee at that time.

I assumed until I heard your question that all that was asked for
was provided. Therefore, I would have to conclude that in any sub-
sequent investigations, the companies would most likely comply with
whatever request was made by the committee.

I would, however, urge that the committee go pretty slow on that
because it seems to me this is an industry that has been studied quite
a bit; and perhaps the best thing that could be done is to compile
all of that previous study, try to evaluate that and see where we are
before we go out for more data.

Representative Brow~ of Ohio. Would the gentlelady yield ?

Representative HeckrLer. I would like to say it is my understanding
that negotiations preceded the use of the subpena process by the
Joint Economic Committee. The committee was forced fo use subpenas
in order to assemble the data, as limited as it was of the three chains
that are the basis for the price portion of this particular study. In
addition, while there have been other studies, none of them contradict
the JEC study.

That seems to be the consensus of all the panelists coming from dif-
ferent backgrounds and perspectives. Tt would seem to me that fur-
ther support and a different attitude on the part of the industry in
being more open in terms of providing this data could resolve the
questions that industry spokesmen raised and that we wish to have
answered in a forthright and equitable way on this committee.

T will yield.

Representative Broww of Ohio. T wanted to ask if there was any
understanding with reference to the submission of data regarding the
confidentiality of that data for individual companies?

In other words, I don’t think the committee has any intention of
trying to violate the confidentiality of company data to alter their
competitive relationship, one with another; and I wondered if there
was such understanding at the time ?

Representative Lone. If I may comment, Congressman Brown.

As I understand it, there was no agreement at the time that the
information would be held confidential. What happened is that under
rule 17 of the rules of the committee, it would remain confidential
until such time as the committee voted to make it public.

One of the things that we might give consideration to is oing back
to the committee members, and asking them, under rule 17, if thev
desire to vote to make that information public—to reveal the names of
the individual companies involved.

As I understand it, the subpenas that were issued, particularlvy
with respect to pricing, were really complied with by only 3 of the 17
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companies, and that was only after they were subpenated. Finally,
everybody’s patience gave out and we went ahead and decided to
initiate the report based upon the information that was available,
rather than spending another year negotiating with Wall Street law-
yers on the matter.

I think that we can take that up in an executive meeting of the
committee at the proper time.

Congresman Brown.,

Representative Browx of Ohio. Thank you, Congressman Long.

I would like to address one thing that was mentioned by a couple
of people. That is the question of market concentration as a test for
monopoly. Some reference was made to the late Senator Hart’s pro-
posal.

Senator Hart’s legislation never got out of the committee of the
Senate, with all due respect to all of you, so it has no real impact in
law. The only test I know of with reference to monopoly is a test the
Federal Trade Commission now applies; and that has four areas to it:
First, retail and marketing practices; second, high profits over an
extended period of time; third, barriers to entry of competition in
the field; and, fourth, the combination of companies in terms of joint
ventures that would tend to squeeze other competitors out of the
picture.

Now there is no test in there with reference to concentration ratios
within a field that I am aware of. Do any of you have any informa-
tion about specific law or Federal practice that is at variance with
that?

Mr. Moerier. Well, it depends on which law you are speaking of.
Under section 7 of the Clayton Act, the Department of Justice has
guidelines as to which mergers they will challenge and which they
will not in the horizontal area.

The only Supreme Court case

Representative Brow~ of Ohio. Are those in this range that you
have been discussing in your testimony ¢

Mr. MueLLer. I would say in the Von’s case where the Supreme
Court held two mergers to be in violation, the market had a concen-
tration ratio of 25 percent; but I won’t use this as a standard.

The purpose of that law is

Representative Brow~ of Ohio. Is that an average throughout in-
dustry ?

Mr. MurLLER. That was the rule in that case.

Representative Brow~ of Ohio. Oh, in one case?

Mr. MuELLER. Right.

Representative Browx of Ohio. I am trying to figure out what the
standard is they are applying generally.

Mr. Mcereer. I don’t think there is a standard as such. It is an
empirical question.

Representative Browx of Ohio. If we look at the automobile in-
dustry, and if everybody in the automobile industry had the same
share of the market, you have the Big 4—the Big 3 and American
Motors—1I suppose 25 percent is an area of concentration there. The
only thing is we have all the foreign products now coming in.
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I am not sure that concentration is the test that is generally applied
by the Federal Government.

Let me move on, if T might, to look at the figures. I took the Octo-
ber figures out of the Economic Report of 1976 that show food price.
changes on a seasonally adjusted basis from month to month.

In October of 1974, that ratio was 1.3. It changed by 1.3 from the
previous month. In October of 1975, it was up 1.3 from the previous
month; however, in 1974, the total change was 14.4; and 1n 1975,
the total change for that year was 8.5.

So the ratio of October change to the full year change is peculiar.
Then if you take 1976, the October change was the greatest change in
the whole year with a much less, much smaller change in that one year.
So I am having a little trouble again with the problem of that one
month.

Mr. Farrell, let me ask you about the question of what areas have the
greatest competition in supermarket prices? Is it the areas studied by
the Mueller-Marion report? Or is it, as was suggested by Mr. Ham-
monds the areas of meat prices, vegetable prices, and things that are
not apparently embraced in that report ?

Mr. Farrern. Well, prices among stores and among markets vary
for a wide variety of reasons, including the degree of concentration
that these people have attempted to substantiate.

They may vary for other reasons associated with cost. They vary for
reasons associated with seasonality ; that is, prices in markets vary over
seasons, although generally in all markets at the same time.

There is a host of factors that causes prices to vary among markets.
I think you are alluding or asking with respect to the question of the
market basket which they constructed which did not include meat and
produce and I guess fluid milk.

Representative Browx of Ohio. Let me try the question again. What,
makes up most of the market basket cost and what is the area at which
most supermarkets compete with reference to their prices?

Mr. Farrerr, I cannot recall exactly the weights that appeared
in the CPI. I believe red meat is around 20 to 25 percent of the
total weight of that market basket; fruits and vegetables, again I can
be incorrect on these numbers, but I judge that they probably weigh
in on the order of 8 to 10 percent, scasonally, particularly during the
summer months.

Representative Brow~ of Ohio. Were either of these items included
in_the Mueller-Marion study?

Mr. Farrerr. Noj; as they pointed out they were not able to treat
those explicitly in their price comparisons. :

Representative Browx of Ohio. How about bread and milk ?

Mr. Farrerr. Bread and milk are included. I cannot cite for vou the
precise weights they have in the CPI. I would be glad to supply them
for the record.

Representative Browx of Ohio. I wish you would. T think it would
he helpful. I think you said 85 percent of the market basket was not
inclnded in the Mueller-Marion report.

[The following information was subsequently supplied for the
record :]
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The relative importance of food categories reported in “Consumer Price Index—
February 1977” (Bureau of Labor Statisties, USDIL, 77-248, March 18, 1977),
and supplemented with additional detail obtained from BLS are as follows:

Percent

Meat, fish and POULLTY o oo oo e mmm oo mmm e o m oo 30.88
Meat _ e - _ 2484
Fish e e 2.45
Poultry _— - N 3.59
Cereal and bakery. - - ____ 13.75
Dairy - e m 15.39
Fruits and vegetables__ __- 18.36
Fresh fruits and vegetables____ [, 9. 80
Processed fruits and vegetables - —e - 6. 56
Other foods. — - - 23. 62
Total, foods at home_ oo 100. 00

All foods at home account for 18.436 percent of the CPI.

Representative Browx of Ohio. I would assume—at least at our
house—milk is a whale of a factor there. I don’t know whether itisa
competitive factor or not. Now my question also is. What is the area
in which supermarkets tend to compete in terms of the various prices?

Mr. Fagrerr. I think milk is not one of those.

T think the critical case would be the matter of red meats and poultry.
Tt is my judgment that there is very snbstantial competition among
stores on the basis of those prices and that in fact they are used fre-
quently, I cannot say quantitatively how frequently, but frequently, as
special items.

I pointed this out in my testimony, I emphasize that.

They compete on a wide variety of products. But certainly, as I
pointed out in my testimony, I believe that the exclusion of meats in
particular raises the question as to whether or not the results would
have been the same had they been included. What I am suggesting 1s
that it may be that firms compete differently on different items depend-
ing upon the degree of concentration in the market.

Representative Browx of Ohio. Just a quick question if I may. We
have a vote on on the rule on the Assassinations Committee in the
House. I must leave. T would like to be able to pursue this further. Per-
haps if we are still in session I can come back and do it.

In terms of red meat, 25 percent of the market basket, I am under
the impression that the small—three-, four-, five-store chain—some-
times. at least in the Midwest, buy meat from the local community if
there is a packer in the area.

They buy meat from that packer, rather than go to Chicago. I would
assume that a national chain would buy it out of a larger community,
Chicago, Cincinnati, or some other area and have transportation costs
and that their ability to make a profit or a loss on that would vary.

Isthat right?

Mr. Farrerr. Your assumption or presumption seems reasonable to
me. I do not have the facts with me.

Representative Browx of Ohio. If you can, please provide me the
facts for the record.



114

[The_following information was subsequently supplied for the
record :]

The Department of Agriculture does not have the facts to determine the meat
brocurement practices of large versus small chains. However, it is believed that
a chain would select its supplier on its quoted price and ability to supply the
volume needed. If this is so, large chains would more likely buy from larger
packers who can supply the volume required. Chicago is primarily a broker’s
market, with prices set FOB Chicago, and adjustments to this price made for
the location of the packer from which the meat is supplied. Local chains may
have higher, lower or the same prices as large chains.

Representative Browx of Ohio. Let me go on and ask one other point
then. If, in fact, that is the case, if you wind up with a hog market in
an area and don’t have the opportunity to buy—and we have had that
in our area—pork in the local marketplace, or if you don’t have the
opportunity to buy in Chicago at a good competitive price because you
have some other weather problem or something else that affects it, then
1t seems to me that that has some impact upon the ability to compete
over a brief period of time ; is that not true?

Mr. FarreLr. I would think so, yes.

Representative Loxa. Before we adjourn, Mr. Aders and Mr. Ham-
monds: I wish that you would take up with your executive board or
whatever is required in this matter, to make a substantial amount of
information available to the committee and be prepared to talk on that
point when you are here at our meeting to be held on April 5 at 10 a.m.
in room 6202 of the Dirksen Senate Office Building.

I would like to make as a part of the appendix to the hearing record
an unpublished study by three USDA employees entitled “Analysis of
the Impact of Market Characteristics of City Food Prices.” The em-
ployees are Gerald Grinnell, Terry Crawford, and Gerald Feaster.

[ Whereupon, at 1:36 p.m., the committee recessed, to reconvene at
10 a.m., Tuesday, April 5,1977.]



PRICES AND PROFITS OF LEADING RETAIL FOOD
CHAINS, 1970-74

TUESDAY, APRIL 5, 1977

CoxNGRESS OF THE UNITED STATES,
Jorxt EcoxoMic COMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10:05 a.m., in room 6202,
Dirksen Senate Office Building, Hon. Gillis W. Long and Hon.
Margaret M. Heckler, cochairpersons (members of the committee),
presiding.

Present : Representatives Long, Brown of Ohio, and Heckler; and
Senators Javits and Hatch.

Also present : George R. Tyler and Steve Watkins, professional staft
members; Mark Borchelt, administrative assistant; and M. Catherine
Miller and Mark R. Policinski, minority professional staff members.

QOQPENING STATEMENT OF REPRESENTATIVE LONG

Representative Loxc. This meeting of the Joint Economic Com-
mittee will come to order. At the request of Hon. Richard Bolling,
chairman of the Joint Economic Committee, I call to order this second
day of hearings on the food retailing industry.

Last Wednesday, March 30, the committee heard from Messrs. Bruce
Marion and Willard Mueller, who presented a study conducted at the
University of Wisconsin. This study, entitled “The Profit and Price
Performance of Leading Food Chains, 1970-74,” was 2 years in prepa-
ration and draw heavily on confidential food chain data subpenaed
by the Joint Economic Committee.

The study’s conclusions have been widely noted by the media, so I
will just briefly review them now.

First, the study revealed a close connection between high food chain
profits and market concentration. The fewer the grocery chains in
competition with one another, the higher will be their profits in a given
local market.

This conclusion was not contested at last week’s hearing by food
chain representatives.

The study also revealed that prices for nationally branded and
so-called store brand items vary by up to 12 percent in another
uncontested conclusion.

The Wisconsin study also revealed that food chains in concentrated
markets generally charge higher prices than chains in more competi-
tive markets—a conclusion bitterly contested bv both a representative
of the food chains and by an economist whose appearance was requested
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by the food chains. They contended that the Wisconsin study was
%)lslgidicmd by a similar research effort by three economists at the

In fact, testimony by the USDA representative here made clear that
this agency’s study did not contradict the results of the Wisconsin
study. In addition, the USDA study favored by the food chain repre-
sentatives used data from only 19 cities. The Wisconsin study—at-
tacked by them as containing too little data on food prices—actually
contained data from 18 more cities-than the USDA effort, for a total
of 32 cities. That is the largest number of cities ever used in comparing
food price data.

Another finding of the food chain study was that prices for a repre-
sentative market basket of food varied by up to 14 percent from one
market to another. This remarkably high price variation—due in
large part to weak competition in some markets—was also disputed
by spokesmen for the food chains. It was argued that the sample
market basket used, which covered 52 percent of all store items, was
1nadequate.

Interestingly, an ABC network news poll aired immediately fol-
lowing last week’s hearing found that the same precise 14 percent
variation existed between food prices in Los Angeles and Washington,
D.C. Not only was the sample accurate in 1974, but it is accurate even
today despite the erroneous claims of the food chains.

Finally, the authors of the Wisconsin study projected that excess
prices for groceries sold by food chains in 1974 totaled at least $662
million. This was refuted by representatives of the food chains who
claimed that total industry profits for 1974 were not that high. As a
point of clarification here, the study figure refers to price overcharges
said to exist by the authors. Only a portion of these overcharges will
shoxf‘iv up as profits. The figure refers to excess prices, and not to excess
profits. :

Today’s hearing is devoted to an examination of the policy issues
raised by the food chain study’s conclusions—conclusions that food
chain profits and prices are higher where few firms compete than where
many compete. s

The Federal Trade Commission is given the principal role in moni-
toring the competitive status of our private enterprise economy. It is
its general responsibility to be on the lookout for evidence of uncom-
petitive behavior or mergers which may restrict competition. It is the
FTC’s obligation to promote competition and low retail food and other
prices.

In carrying out that responsibility, the FT'C has been investigating
food chains in six cities since 1974, with seemingly little progress. Mr.
Owen Johnson, Director of the FTC’s Bureau of Competition, will be
with us today to brief us on that study and to comment on the policy
implications of the Wisconsin study. _

He will be followed by Mr. Mueller, who will comment on the current
FTC policies regarding food retailing—an area of great interest to
him since his days as Chief Economist at the FTC from 1961 to 1968.

Before they appear, however, the committee will hear from Mr. Paul
Scanlon, associate editor of the professional journal, the Antitrust
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Law .and Economics Review. Mr. Scanlon has been editor of that
widely respected and independent academic publication since 1967.
Before that, he served with the Federal Trade Commission for a
number of years.

The committee has scheduled his appearance in place of Mr. Eugene
Boyle, who was ill last week. Mr. Scanlon is in a unique position to
malke two positive contributions to today’s hearing.

First, as editor of the leading professional and academic journal
exclusively focused on the legal and economic theory of antitrust
matters, he is in an excellent position to compare and to place the Wis-
consin food chain study in perspective with other legal and academic
studies of the food retailing industry. In addition, Mr. Scanlon is
uniquely qualified to comment on the implications of this study for
antitrust enforcement.

Concluding the hearing will be a panel with Mr. Mark Silbergeld
from Consumers Union and Mr. Robert Aders, president of the Food
Marketing Institute.

The committee, and particularly Congresswoman Heckler, is inter-
ested in hearing whether Mr. Aders will assist us in gathering addi-
tional confidential price data from his institute’s members. A
Jetter expanding and expounding upon their views in this regard was
just given to me, and I have not had an opportunity to read it, but I
am sure Mr. Aders will comment on that during the course of his
testimony.

The committee has had a difficult time collecting data from the in-
dustry. In the few days since our last hearing, I reviewed with some of
the staff members the efforts the committee made to gather that infor-
mation. I was not on the committee at the time and was not active in
that effort, but the committee staff did make extensive efforts in that
regard ; that is something we will explore with Mr. Aders when he
testifies.

The fact is, after reviewing the files, I conld find only four or five
firms which supplied any price data at all. Of course, 17 firms were re-
quested to supply that data. It is our hope that Mr. Aders will strongly
endorse our request for additional price comparison cost data from
his organization. Let me remind everyone here that the JEC subpenas
were issued as a last resort only after extensive efforts to gather data
voluntarily from the food chains failed.

Mr. Scanlon, as you come up, I would like to ask Representative
Heckler and Senator Hatch if they would care to make introductory
statements.

OPENING STATEMENT OF REPRESENTATIVE HecKLER

Representative HeckLEr. The cost of living has skyrocketed over the
past several years, and the public has every right to expect government
to protect it against corporate practices which build artificial charges
into the food pricing system.

This is the second day of hearings called to assess a study which has
found that consumers are paying a price for corporate growth in the
supermarket industry.
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Fortunately we have a representative of the Federal Trade Commis-
sion with us today, because the obvious questions which need answering
now have to do with that agency’s perceptions of growth in the
industry.

We have a study—several years in preparation—which states that
consumers are paying a penalty for market domination by a few gro-
cery firms in certain metropolitan areas.

According to the economists who prepared the report, the monopoly
overcharged amounted to at least $662 million in 1974 alone. That is a
lot of money.

If this report is on target, then it appears the government hasn’t been.

It is my understanding that the FTC has embarked on several in-
vestigations of competition in the retail food industry, but it has yet
to follow up with any complaints in recent years.

I fully understand that corporate growth is not restricted to food
chains. Nor is corporate growth bad per se. But when the growth itself
means increased costs for consumers, then federal agencies have broad
responsibilities to protect the public.

I am hopeful that today’s hearing will provide us an assessment of
the supermarket study from the FTC’s perspective, as well as a report
on the FTC’s activities in this specific area.

OPENING STATEMENT oF SEvaTor Harcm

Senator Harcr. The claim has been made in these hearings that the
food chains did not fully cooperate in submitting materials to the
Joint Economic Commitfee to aid in this study. It seems, however,
that the food chains may have been “set-up” to look uncooperative.
Apparently, the first contact the industry had with the JEC staff re-
garding this inquiry was the October 1974 subpena from JEC and
there was no prior attempt by JEC staff to obtain information volun-
tarilv from the chains. This scenario, of course, makes it look like
the information had to be forced out of the food chains, and that
makes it look like the food chains had something to hide. This pro-
cedlure is a good way to set up an attack on yet another part of private
industry in order to further extend the scope of Government involve-
ment,

I believe there is some indication that the charge of noncooperation
1s intended to put the industry in a bad Tight and set the stage for a
study that further accentuates such an attitude, all in order to justify
more Government intervention in the food industrv. In October 1975,
a year after service of the JEC subpena, Senator Hubert Humphrey,
then rerving as chairman of the JEC, commented on this very subject
when he told the National Association of Food Chains:

“... we’ve had your cooperation. I want to put it on the record here.
I appreciate that cooperation.” Such a statement by our distinguished
colleague surely does not, support the charges of noncooperation now
being leveled against the food chains, but instead suggests that such
charees may not be well founded.

T believe that enough questions have been raised about this study
by leading experts. including Professor Goldberg of Harvard, to mini-
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mize the value of this study as either the basis for policy recommendz-
tions or as the basis for further investigation. It is questionable wheth-
er the public even benefits from studies such as this, though the studies
do indeed provide headlines for politicians and substance for aca-
demics and bureaucrats who benefit from bigger government, more
regulations, and more studies. This study is another example of the
Federal Government engorging itself on more of the same diet it has
had for the past 25 years—a diet of paper, paper, and more paper,
leading nowhere but to a hand-in-glove relationship between bureau-
erats and academics and benefiting only those same bureaucrats and
academics. Such a relationship and a study resulting therefrom must
be considered suspect.

I am very concerned because I see millions and billions of dollars
spent unnecessarily by the Federal Government to arrive at nothing.
Basically I feel from having sat in the last hearings and having heard
some of the testimony that we have had an overwhelming amount of
efforts to discredit and an underwhelming amount of effort to really
determine the true facts.

Now, if the food industry itself has not cooperated, I would like to
see more evidence of that.” I have not seen enough. Frankly, the in-
vestigation and analysis may have been conducted to prove a theory.

T think it is just another attempt by the bureaucracy to dominate
another industry and to bring the Federal Government into a position
where it, should not really be. I am really concerned about this, and
I am going to be interested in listening to as much of the testimony this
morning as I can.

Representative Loxe. Thank you very much, Senator Hatch. To
avoid any misunderstandings, let me reiterate my earlier statement.
Extensive efforts were made by the JEC before October 1974, and
before Senator Hatch joined the Committee to acquire data from the
food chains. These efforts failed in large part because individual
chains did not want to appear to violate the industry position against
data disclosure. In fact. several firms asked the JEC to issue subpenas
so that their data revelations could occur without fear of retaliation
by other chains. And even with subpenas, the JEC staff did not re-
ceive anywhere near all the data requested—even though they actively
sought that data for 18 months.

Finally, committee members who were not in the Congress during
that period should note that Senator Humphrey’s comments were made
immediately after the 17 food chains agreed to comply with JEC sub-
penas, but before we discovered how little information the chains were
willing to give up.

Mr. Scanlon, 1f vou wish to summarize your testimony, of course.
vou may do so. and your prepared statement will be made a part of
the record and be printed in full in the record of today’s hearing.

The committee appreciates particularly your efforts and the fact
that you went out of your way to pull all of this together on relatively
short notice. I would appreciate if all the witnesses would try to keep
their oral testimony to about 10 minutes so that we will have ample
time for discussion. I am going to ask our staff. if they will, to notify
each of the principal witnesses when their 10 minutes is up.

Mr. Scanlon, would you proceed. please.
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STATEMENT OF PAUL D. SCANLON, ASSOCIATE EDITOR, ANTITRUST
LAW AND ECONOMICS REVIEW

Mr. Scaxvon. Thank you, Congressman Long, for the opportunity
to appear before you and this committec today to (1) express my eval-
uation as a legal antitrust authority of the Mueller-Marion study based
on an observation of economic and legal literature particularly in the
area of industrial organization over the past 11 years and the various
studies incorporated in that literature and (2) express my legal views
regarding the policy implications of the food chain study. Most of
what T have to say is influenced by over 16 years of observation of
the Federal Trade Commission and the Department of Justice enforce-
ment of the Jaws they attempt to administer.

The most important factor in evaluating this study is that it is the
first study that has been done which did not rely at least in part on
Burean of Labor Statistics data. Almost all previous studies have
rested on this data as a base for study. The BLS data suffers from
the impediment of being too aggregated to give anyone a basis for
any answers on any particular firm’s pricing patterns. Consequently,
no definitive picture of market structure can be drawn or supported
using BLS data.

USDA STUDY BASED ON POOR DATA

Mr. Farrell of the U.S. Department of Agriculture confirmed this
conclusion in his testimony by stating that the base data of the un-
published study by the three USDA researchers was inadequate. He
alsg[ added the USDA study was not inconsistent with the Wisconsin
study.

With the Wisconsin study, we can now see the structure of the
industry in particular markets and the effect of concentration on pric-
ing patterns. The approach to the subject by Mueller and his associates
is both scholarly and done according to the universally accepted meth-
ods of economic analysis used by industrial organization economists.

FOOD CHAIN REPRESENTATIVES BIASED

Other studies have been mentioned before this committee as casting
doubt on a portion of Wisconsin study’s findings. It should be noted
of the previous witnesses who criticized the study that Mr. Hammonds
is a food chain economist and Mr. Goldberg’s appearance was specifi-
cally requested by the food chains. Even so, they did not refute the
Wisconsin study findings on profits nor dispute the price difference
of 12 percent between the higher selling national brands and the
store brands, nor dispute the crucial findings that prices varied as high
as 14 percent between the highly concentrated and the competitive
market areas.

Al other studies suffer from, among other things, the use of far
fewer cities of observation. The study by the Department of Agricul-
ture employees previously relied on by industry representatives, in
addition to the impediment of relying on BLS data, used only 19
cities, The FTC study, I understand, has selected only 6 cities for obser-
vation while the Wisconsin study used 32 cities.
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Another criticism appears to rest on an analysis of the Wisconsin
market basket of items selected for survey. The Wisconsin study used
110 items generally leaving out produce and meat. The USDA “farm
basket™ utilizes 65 items and the Department of Commerce Consumer
Price Index utilizes 105 items.

The Wisconsin study “market basket” obviously was significantly
better than the USDA “market basket” in sheer number and scope.

The elimination of produce and meat from the market basket was,
in my opinion, an intelligent choice. The producer segment of these
markets is highly competitive, generally responding healthily to the
factors of supply and demand in the usual cyclical fashion. The extent
of the influence of these items would probably be in a zero direction
simply because the prices go up and down everywhere subject to the
variables constant with geographical area, weather, and so forth.

FOOD CHAIN REPRESENTATIVES UNFAMILIAR WITH TRADITIONAL ECONOMIC
METHODOLOGY USED IN STUDY

Anyone who contends that this study is substantially flawed as did
Mr. Hammonds and Mr. Goldberg is simply unfamiliar with the pro-
fessional literature in the field, and the methodology of economic
analysis.

In light of the failure to point out (a) the unchallenged findings
regarding higher profits, price differentials, and higher prices in highly
concentrated markets and (b) the misuse of studies having little
validity for challenging the Wisconsin study, I believe serious ques-
tions have been raised about the intent of the industry representatives
who have previously appeared. In fact, given the striking conclusions
of the study, I am somewhat surprised by the conspicuous lack of
credible technical or substantial critique by the food chain representa-
tives.

I am disturbed by the position of the Federal Trade Commission re-
garding their six-city study. It has been somewhat of a dilatory effort
spanning a number of years without any conclusion. My understand-
ing is that the study had its beginnings in a framework similar to the
Wisconsin study with a large number of cities to be observed and the
principal thrust being the collection of data and information after
which the Commission staff would conduct an analysis of the data. At
no time did anyone in the Commission seriously believe that the major
purpose was to seek evidence of collusive and conspiratorial behavior
on the part of the food chains. If this is the assertion of the Commis-
sion, then let them %roduce the supporting internal memorandums
contemporaneous with the initiation of the study.

The Commission’s suggestions regarding access to the underlying
data and their suggestion to return to the companies to collect data
on variables is suspect.

JEC SHOULD RELEASE DATA TO THE FTC

I encourage the committee to make the underlying data of the Wis-
consin study available to the Commission, and the committee should
demand that the Commission expand the study while simultaneously
verifying the data in the Wisconsin study. We cannot ignore the fact
that the Joint Economic Committee had to commission this study when
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one of the statutory functions of the FTC is to conduct such studies.
This should not be done without appropriate direction of the Com-
mission to take immediate effective action in preventing further en-
croachments on the remaining competitive markets.

Based on my own intensive observations of the economic
literature and studies over the past 11 years, the Wisconsin study is
without a doubt the most definitive and accurate study made thus far
by anyone. Armed with such a definitive study, Congress and the
regulators now have the opportunity to finally act with confidence
to begin again to prevent the continuing erosion of competitive market
conditions and the monopoly prices brought on by the increasing con-
centration of power in food retailing markets in the United States.

Two broad questions have been posed by two of the study’s authors
in testimony before this committee last week. I wish to reverse the
questions and ask : “What can be done to increase competition in mar-
kets that are very concentrated ?” And then ask: “What can be done
to preserve competition where it still exists?”

" HOW TO PROMOTE COMPETITION IN FOOD RETAILING

In response to what can be done to increase competition in markets
that are very concentrated, in other words “to lower prices,” the answer
until now is, “Nothing very effective.”

Specifically, the two methods for dealing with shared monopoly
markets; namely, the fostering of new market entrants and restructur-
ing/divestiture, cannot be expected to be utilized effectively in the
present climate.

Regarding restructuring/divestiture, public sentiment does not
presently exist to utilize this remedy.

Regarding the entry of new marketers into shared monopoly maxr-
kets, a program of prenotification administered by the Federal Trade
Commission could be made available to the industry with new enabling
legislation. Under such a program a proposed new entrant would
notify the Commission of its intent to enter a market. The Commis-
sion could then monitor the entry, prepared to immediately go to court
to seek a restraining order if the entrant begins to encounter predatory
pricing and saturation advertising praectices. :

The experience of the Foodarama chain is illustrative. Mr. Charles
Mueller, a former FTC attorney, had occasion to explain his view
before the Senate Select Committee on Nutrition and Human Needs
on October 1, 1975, on events in the District of Columbia when the New
Jersey chain Foodarama attempted entry into the D.C. market.

I have reproduced the excerpts from his statement which appears
in the text of my prepared statement, and I make reference to that for
details. Foodarama, which is a discount New Jersey operation, thought
that Washington would be a very lucrative market, and so began
operations here. They saw that the D.C. market was not competitive
and that extraordinary profits and high prices prevailed. They wanted
to share in these profits. They were able to open three stores and began
to make inroads into the market. Giant and Safeway, having no desire
to see the Washington price structure competed downward to the New
Jersey discount level, zeroed in on the three Foodarama stores with
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price cuts at nearby stores so severe that those three stores lost several
hundred thousand dollars in a matter of several months.

Eventually the invader, Foodarama, pulled out. The Federal Trade
Commission could do nothing to effectuate any results that would
have been beneficial to the consumers in the District of Columbia mar-
kets because Foodarama was driven out of the market and, since that
time, no one, of course, has made any new entry. 4

Even if it were amply demonstrated that my suggested procedure
could be undertaken under existing law, I doubt, in light of the
Commission’s recent past performance, that the political will to effec-
tively carry it out exists within the Commission. Only a clear congres-
sional mandate can now provide the impetus.

HOW TO PRESERVE COMPETITION

In response to the question of, “What can be done to preserve com-
petition where it still exists?”, the three possibilities mentioned by the
authors can have some effect. I shall address only two of them.

The Federal Trade Commission merger policy of the sixties and
seventies has collapsed. The members of the Commission have mis-
perceived their function in our society and apparently misperceived
the law. The purpose of antimerger enforcement as mandated by sec-
tion 7 of the Clayton Act, was the prevention of increases in market
power and the corresponding diminution of the vitality present in
competitive markets.

In pursuit of that end, the Justice Department and Federal Trade
Commission vigorously and successfully monitored the merger move-
ment in the food retailling industry in the sixties. From that effort
came the Von's Grocery case and a number of cases which codified
the limits of appropriate market behavior in this industry. A number
of effective consent orders were obtained from other grocery chains
and the merger movement cooled substantially. Some of those consent
decrees are now expiring.

Now we find that the members of the Federal Trade Commission
have taken it upon themselves to ignore the lessons of the sixties, the
intent of Congress in passing section 7 of the Clayton Act, the Supreme
Court’s codification of appropriate behavior, and the interests of con-
sumers by allowing mergers to occur which are in clear contravention
to the norms established less than a decade ago to preserve competitive
markets in food retailing.

The justification for allowing these mergers apparently rests on
some offshoot of the familiar failing company defense stated in these
terms: “Unless the Commission approves the merger, one or both of
the companies will fail by withdrawing from the particular market
area.” Such assertions have no validity in enforcement of section 7
of the Clavton Act and have been rejected long ago.

Tt should be noted that the Commission’s power to approve mergers
is not truly subject to review. In fact, approval probably creates a
negative barrier to private litigation challenging a merger in the Fed-
eral courts. Perhaps new legislation could be enacted to provide a
remedy to those firms and persons who feel threatened by these ap-
proved mergers so that they may seek court review of the approval.
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On the plus side, the Federal Trade Commission staff possesses all
of the expertise necessary to carry forward a vigorous program of anti-
merger, predatory pricing, false advertising and collusive arrange-
ment enforcement. It has, by and large, a much more sophisticated staff
than 11 years ago when I left. Given the opportunity to perform, the
Commission staff can move effectively to preserve competition in those
markets exhibiting the characteristics of shared monopoly power.

In the area of dissemination of consumer price information, no mar-
ketplace can remain free without an informed consumer. Information
allows choice and choice is the bone of market control. If the consumer
knows what his choices are, he has the control in a freely competitive
market. Although a remote possibility and as yet not effectively tested,
I wonder if the dissemination of consumer price information could not
also disrupt these shared monopoly food retailing markets under cer-
tain circumstances. )

Legislation may be necessary to direct the various Government agen-
cies to collect and disseminate current pricing information. .

The problem with such economic data collection plans, in addition
to those pointed out by the authors of the study, is that the industry
usually is successful in having information regarding the identity of
the parties and their location either removed or masked with numbers,
making the information essentially useless to the consuming public.

Finally, the Wisconsin study only serves to confirm the basic con-
cerns of the economic profession and of Congress underlying the pass-
age of section 7 of the Clayton Act and its enforcement. The results
come as no surprise to anyone and is contested only by industry listings
or by industry representatives when the findings are raised in their
presence.

I am not optimistic about the future in this industry unless Con-
gress (1) sends a clear mandate to the Federal Trade Commission and
Department of Justice to vigorously enforce the existing law as it
applies to retail food marketing and (2) enacts legislation aimed at
the shared monopoly problems generally in the United States.

The fact that the study was conducted and hearings are being held
with wide dissemination in the media amply demonstrates the serious
concern of Congress and is a step forward toward effective fostering of
our great system of competitive private enterprise. '

Thank you.
[The prepared statement of Mr. Scanlon follows:]

PREPARED STATEMENT OF PAuL D. ScANLON

Thank you for the opportunity to appear before you and this Committee today
to (1) express my evaluation as a legal antitrust expert of the Mueller Study
based on an observation of economic and legal literature particularly in the area
of Industrial Organization over the past 11 years and the various studies incorpo-
rated in that literature and (2) express my legal views regarding the policy
implications of the Food Chain Study. Most of what I have to say is influenced
by over 16 years of observation of the Federal Trade Commission and the De-
partment of Justice enforcement of the laws they attempt to administer.

The most important factor in evaluating this study is that it is the first study
that has been done which did not rely at least in part on B.L.S. (Bureau of Labor
Satistics) data. Almost all previous studies have rested on this data as a base for
study. The B.L.S. data suffers from the impediment of being too aggregated to
give anyone a basis for any answers on any particular firm’s pricing patterns.
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Consequently no definitive picture of market structure can be drawn or supported
using B.S.L. data.

Mr. Farrell of the U.S. Department of Agriculture confirmed this conclusion
in his testimony by stating that the base data of the U.S.D.A. Study was in-
adequate. He also added the U.S.D.A. Study was not inconsistent with the
Wisconsin Study.

With the Wisconsin Study, we can now see the structure of the industry in
particular markets and the effect of concentration on pricing patterns. The ap-
proach to the subject by Mueller and his associates in both scholarly and done
according to the universally accepted methods of economic analysis used by
industrial organization economies.

Other studies have been mentioned before this Committee as casting doubt on
a portion of Wisconsin Study’s findings. It should be noted of the previous wit-
nesses who criticized the study that Mr. Hammonds is a Food Chain economist
and Mr. Goldberg’s appearance was specifically requested by the Food Chains.
Even so, they did not refute the Wisconsin Study findings on profits nor dispute
the price difference of 12 percent between the higher selling National Brands and
the store brands, nor dispute the crucial findings that prices varied as high as
14 percent between the highly concentrated and the competitive market areas.

All other studies suffer from, among other things, the use of far fewer cities
of observation. The Department of Agriculture study previously relied on by
industry representatives, in addition to the impediment of relying on B.L.S.
data used only 19 cities. The F.T.C. study, I understand has selected only six
cities for observation while the Wisconsin Study used 32 cities.

Another criticism appears to rest on an analysis of the Wisconsin market
basket of items selected for survey. The Wisconsin Study used 110 items gen-
erally leaving out produce and meat. The U.S.D.A. “farm basket” utilizes 65
items and the Department of Commerce Consumer price index utilizes 105 items.

The Wisconsin Study “market basket” obviously was significantly better than
the U.S.D.A. “market basket” in sheer number and scope.

The elimination of produce and meat from the market basket was, in my
opinion, intelligent. The producer segment of these markets is highly competi-
tive responding healthily to the factors of supply and demand is the usual cyclical
fashion. The extent of the infiuence of these items would probably be in a zero
direction simply because the prices go up and down everywhere subject to the
variables constant with geographical area, weather ete.

Anyone who contends that this study is substantially flawed is simply un-
familiar with the professional literature in the field, and the methodology of
economic analysis.

In light of the failure to point out (a) the unchallenged findings regarding
higher profits, price differentials, and higher prices in highly concentrated
markets and (b) the misuse of studies having little validity for challenging the
Wisconsin Study, I believe serious questions have been raised about the validity
of any of the objections of the industry representatives who have previously
appeared.

1 am disturbed by the position of the Federal Trade Commission regarding
their six-city study. It has been somewhat of a dilatory effort spanning a number
of years without any conclusion. My understanding is that the study had its
beginnings in a framework similar to the Wisconsin Study with a larger
number of cities to be observed and the principle thrust being the collection of
data and information after which the Commission Staff would conduct an
analysis of the data. At no time did anyone in the Commission seriously believe
that the original purpose was to seek evidence of collusive and conspiratorial
behavior on the part of the food chains. If this is the assertion of the Commis-
sion, then let them produce the supporting internal memoranda contemporane-
ous with the initiation of the study.

The Commission’s suggestions regarding access to the underlying data and
their suggestion to return to the companies to collect data on variables, is
suspect. :

Ingxcourage the Committee to make the underlying data of the Wisconsin
Study available to the Commission and the Committee should demand that the
Commission expand the study while simultaneously verifying the data in the
Wisconsin Study. We cannot ignore the fact the J oint Committee had to commis-
sion this study when one of the statutory functions of the F.T.C. is to conduct
such studies. This should not be done without appropriate direction to the Com-
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mission to take immediate effective action in preventing further encroachments
on the remaining competitive markets. .

Based on my own somewhat intensive observations of the.economic litera-
ture and studies over the past 11 years, the Wisconsin Study is without a doubt
the most definitive, and accurate study made thus far by anyone. Armed with
such .a definitive study, Congress and the Regulators now have the opportunity
to finally act with confidence to begin again to prevent the continuing erosion
of competitive market conditions and the monopoly prices brought on by the
increasing concentration of power in food retailing markets in the United
States.

Among the conclusions of the Wisconsin Study is that the relatively competi-
tive food retailing industry of 1954 has been beset by increasing concentration of
market control in about 25 percent of its market areas resulting in monopoly
over charges to the consuming public as high as 14 percent in the most vital area
of their existence.

Two broad questions have been posed by two of the Study’s authors. I wish
to reverse the questions and ask “What can be done to increase competition in
markets that are very concentrated?’ And then ask “What can be done to
preserve competition where it still exists?”

In response to what can be done to increase competition in markets that are
very concentrated (in other words “to lower prices’) the answer until now is
“nothing very effective.”

One solution advocated by some is the break up of excess market power by
the requirement that they divest themselves of a sufficient number of stores to
create a more competitive market.

However, the public sentiment to employ that specific effective remedy in this
industry (or any other industry for that matter) does not presently exist either
in the Congress, in the Federal Trade Commission, or in the Department of
Justice. o .

It has been said that central to the theme of antitrust philosophy is the notion
that the structure and conduct of an industry should be controlled. and main-
tained only to the extent necessary to insure that the industry performs in a
socially acceptable manner. Underlying our Antitrust laws is the assumption
that the preservation of meaningful competition is essential to the socially ac-
ceptable market performance of an industry. By monitoring and, where necessary,
altering structure and performance, we not only promote this end but avoid the
necessity of government regulation. . . . the alternative to the failure of market-
place competition. Thus the rule of antitrust is one of limited intervention: it is
designed to reform rather than regulate.

The Federal Trade Commission was created 62 years ago in 1915. Over six
decades having gone by and the agency having yet to restructure its first con-
centrated industry, Congress kriows that the Commission is not pursuing a policy
of vigorous market or firm restructuring. However, the reason for the failure to
pursue vigorous enforcement may never have been sufficiently articulated to
Congess by either the Commission or the Justice Department. The need for de-
finitive works such as the Wisconsin Study is well known (and one of the reasons
for the initiation of the Antitrust Law and Economics Review 11 years ago.)
Congress has repeatedly, in the past, acted appropriately when the facts were
placed sharply before it. The generation of the Wisconsin study is an outgrowth
of the desire of Congress to know the facts. The Commission, on the other hand,
has sometimes acted as though it interprets these 62 years as Congressional
acquiescence, and an affirmative directive to continue its present type of policy.
The same can be said of the Department of Justice, at times, as well.

In the face of the variable, but general trend toward growth of market power
in American industry, the past approach to antitrust enforcement has resulted in
little more than a rear-guard action, in my opinion against undue market power.
The major factor standing apart in this picture has been the relatively effective
but sporadic anti-merger program of the F.T.C. and Department of Justice with-
out which the market situation would be a great deal worse than it is now.

The oft noted correlation between high concentration and price overcharges
has once again been amply demonstrated by the Wisconsin study. This study
points out that the evils of shared monopoly have finally made their way to a
point of direct confrontation with the American Consumer in the most volatile
area of consumer concern, the cost of feeding the family.

Our antitrust enforcement agencies cannot effectively deal with the impact of
high prices due to market concentration (unemployment, inflation and perhaps,
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‘stagnation), and the cure such as price controls or regulation may be worse than
the disease.

Specifically the two methods for dealing with shared monopoly markets namely,
the fostering of new market entrants and restructuring/divestiture, caunot ve
expected to be utilized effectively in the present climate. .

Regarding, restructuring/divestiture, public sentiment does not presently exist
to utilize this remedy, except perhaps selectively in the energy field.

Regarding the entry of new marketers into shared monopoly markets, a pro-
gram of prenotification administered by the Federal Trade Commission could
be made available to the industry perhaps with new enabling legislation. Under
such a program a proposed new entrant would notify the Commission of its
intent to enter a market and the Commission would monitor the entry, prepared
to immediately go to Court to seek a restraining order the instant existing firms
began predatory pricing and saturation advertising practices. This would pro-
vide the new entrant with that critical initially short period to start up and
maintain operations while gaining sufficient market share to become self
sustaining.

The experience of the Foodarama chain is illustrative. Mr. Charles Mueller, a
former F.T.C. attorney had occasion to explain his view before the Senate Select
Committee on Nutrition and Human Needs on October 1, 1975, on what happened
in the D.C. Market when the New Jersey chain attempted to enter:

THE “D.C. SUPERMARKET CASE”

I will come to my general analysis of the reasons for this interesting situation
in a moment, Mr. Chairman, but I think it would be helpful to you if I first gave
you an especially clear example of what I’'m trying to describe. This example
involves a recent FTC case, one I was personally associated with for a brief
period of time. Various Congressional subcommittees have reviewed the matter
in great detail already so my describing it to you now involves no disclosure of
any confidential or non-public information. And while I will have to give you the
basic facts of the case from memory—I have no files or documents on it, of
course—the publicity that surrounded the matter toward the end was sufficient to
make it an easily recallable case.

This is the so-called “D.C. Supermarket Case” in which the major food retailers
in ‘Washington, D.C.—Safeway, Giant, and the others—were investigated by the
FTO for alleged monopolization of the retail food market.in the local area. It all
started back in 1967, as I recall. A relatively small food chain up in New Jersey
called Foodarama, one with some 25 or so king-sized supermarkets that special-
ized in discounting, got the idea that it would like to invade the Washington area.
Tts motives were pure: It saw an opportunity to make some grand profits. Mar-
keting experts were sent down to do a bit of what is called “comparison shop-
ping” and they reported back to the Foodarama management in New Jersey that
the price level in Washington supermarkets was some 3 percent to 5 percent
higher than in their own New Jersey market area.

“TRANSPLANTING” A LOWER PRICE STRUCTURE

Now I'm sure you've heard, Mr. Chairman, of the significance that the super-
market industry attaches to a single percentage point in its profit structure. Since
total food sales in the United States exceed $100 billion, a 1 percent price differ-
ence nationally would translate into a gain or loss of $1 billion for the industry
as a whole. And even in a relatively modest-size market like the Washington
metropolitan area with its yearly food sales of about $1 billion, a 1 percent differ-
ence means a gain or loss to the industry of $10 million. To the New Jersey firm,
the opportunity to sell in a high-price market like this one meant that, at its
regular New Jersey prices, it would be offering such bargains to the Washington
consumer that any new stores it might open here would quickly reach the volume
needed to become highly profitable. The plan, then, was to transplant its low
New Jersey prices to the Washington area. for the purpose of gaining a foothold
in the market, eventually growing to a perhaps 20-store operation in this metro-
politan area.

“FIGHTING TANKS WITH BOWS-AND:-ARROWS"

The problem with Foodarama’s plan, Mr. Chairman, was that its manage-
ment knew too mueh about food retailing and too little about how the monopoly
game is played in Washington, D.C. By the time they got 3 stores in operation,
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the boom had been lowered on them. Giant and Safeway, having no desire to see
the Washington price structure competed down to the New Jersey discount level,
zeroed in on the 8 Foodarama stores with price cuts so severe that those 3 stores
had lost several hundred thousand dollars in a matter of a couple of months.
Eventually this invader gave up and pulled back to New J ersey, licking its finan-
cial wounds and reflecting on the folly of trying to fight tanks with bows-and-
arrows.
$18 MILLION MONOPOLY OVERCHARGE?

Now of course this was also an expensive affair for Giant and Safeway. Since
they cut prices at their own established stores around the 3 new Foodarama
stores and apparently cut them much deeper than Foodarama, their individual
losses were presumably greater as well, probably totalling at least $1 million
between them. But it was obviously a sound investment. Had this invading
discounter stayed in the Washington area and opened the 20 discount food
stores it was planning to open, food prices throughout the metropolitan area
would have been forced down to the New Jersey discount level, a cut of, as
noted, some 3 percent to 5 percent across the board. How much would that
have cost Giant and Safeway? Well, between them, they account for over 60
percent of the supermarket sales in the area. With total sales of $1 billion
for all the area’s supermarkets, and their combined share of sales standing at
over 60 percent, each 1 percent decline in prices would cost them roughly $6
million. So even a 3 percent drop in prices in Washington area supermar-
kets would have cost Giant and Safeway something on the order of $18 million
a year in lost profits—money taken from them and given to the local consumers,
Spending $1 million to “save” $18 million per year for an indeterminate num-
ber of years in the future is, to repeat, a fairly sound investment.

“CEASE-AND-DESIST ORDER” INADEQUATE

As I say, Mr. Chairman, the Federal Trade Commission investigated this mat-
ter rather thoroughly. And there was never any doubt in anyone’s mind at the
agency, at least so far as I know, that the law had indeed been violated. The
only issue to be debated with any degree of seriousness, as I recall it, was the
question of what to do about it. One does not have to be a legal or economic
expert to see that the FTC’s traditional remedy, a “cease-and-desist” order
telling Giant and Safeway to ‘“stop selling at too-low prices,” would not bring
back Foodarama and thus restore the prospect of competitive food prices for
the Washington consumer. That was gone forever. Giant and Safeway had made
it abundantly clear to the industry that they wouldn’t tolerate serious discount-
ing on a large scale on their private reservation. There would be no more Food-
aramas in ‘Washington. And of course there hasn’t been.

MONOPOLY PRICING NOT ILLEGAL?

So what could the FTC do? Should it have “busted up” Giant and Safeway,
either as “punishment” for their apparently illegal behavior or to re-create the
competitive market structure that would probably have emerged if they hadn’t
caused it to abort? The FTC has no statutory authority to “punish” anyone
for anything, so that aspect was never considered. What about carving them
up for the purpose of creating effective price competition then? That, Mr.
Chairman, would have been unthinkable. There is no precedent in American anti-
trust laws for breaking up an industry just because it is non-competitively
structured and is, for that reason, charging the consumer higher-than-competi-
tive prices.

(Sge Charles E. Mueller, FTC and the Monopoly Problem: Trustbusting a
“Revolutionary” Concept in America? Antitrust Law and BEconomic Review,
vol. 7 No. 2, pp. 12-15 (1975).

Even if it were amply demonstrated that the suggested procedure could be
undertaken under existing law, I doubt that, in light of the Commission’s recent
past performance, the political will to effectively carry forward exists within
the present Commission membership without a clear congressional mandate
to provide the impetus. .

In response to the question of “What can be done to preserve competition
where it still exists?”’, the three possibilities mentioned by the authors can have
some effectiveness. I shall address only two of them.
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The Federal Trade Commission merger policy of the sixties and seventies
has collapsed as is indicated by the authors of the Study. The members of the
Commission have misperceived their function in our society and apparently
misperceived the law. The purpose of antimerger enforcement as mandated
by Section 7 of the Clayton Act, was the prevention of an increase in market
power and the corresponding diminution of the vitality present in competitive
markets.

In pursuit of that end, the Justice Department and Federal Trade Commis-
sion vigorously and successfully pursued the merger movement in the foed
retailing industry in the 60's. From that effort came the Von's Grocery case
and a number of cases which codified the limits of appropriate market behavior
in this industry. A number of effective consent orders were obtained from
other grocery chains and the merger movement cooled substantially. Some of
those consent decrees are now expiring.

Now we find that the members of the Federal Trade Commission have taken
it upon themselves to ignore the lessons of the 60’s, the intent of Congress in
passing Section 7 of the Clayton Act, the Supreme Court’s codification of appro-
priate behavior, and the interests of consumers by allowing mergers to occur
which are in clear contravention to the norms established to preserve com-
petitive markets in food retailing.

The justification for allowing these mergers apparently rests on some off-
shoot of a failing company defense stated in terms of unless the Commission
approves the merger one or both of the companies will “fail” by withdrawing
from the particular market area or that one of the companies is “in trouble”
apparently meaning that it is receiving less than its anticipated level of profits.
Such assertions have no validity in enforcement of Section 7 of the Clayton Act
and have been rejected long ago.

It should be noted that the Commission’s power to approve mergers is not
truly subject to review. In fact, approval probably creates a negative barrier
to private litigation challenging a merger in the Federal Courts. Perhaps new
legislation could be enacted to provide a remedy to those firms and persons who
feel threatened by these approved mergers so that they may seek Court review
of the approval.

On the plus side, The Federal Trade Commission Staff possesses all of the
expertise necessary to carry forward a vigorous program of antimerger, preda-
tory pricing. false advertising and collusive arrangement enforcement. It has,
by and large, a much more sophisticated staff than 11 years ago when I left.
Given the opportunity to perform, the Commission staff can move effectively to
preserve competition in those markets not yet infected with shared monopoly
power.

In the area of dissemination consumer price information, no marketplace can
remain free without an informed Consumer. Information allows choice and
choice is the bone of market control. If the Consumer knows what his choices
are, he has the control in a freely competitive market. Although a remote pos-
sibility and as yet not effectively tested, I wonder if the dissemination of con-
sumer price information couldn’t also disrupt these shared monopoly food
retailing markets under certain circumstances.

Yegislation may be necessary to direct the various government agencies to
collect and disseminate current pricing information.

The problem with such economie data collection plans, in addition to those
pointed out by the authors of the study, is that the industry usually is suc-
cessful in having information regarding the identity of the parties and their
Jocation either removed or masked with numbers, making the information
essentially useless to the consuming public.

Finally, the Wisconsin study only serves to confirm the basic tenets underlying
the passage of Section 7 of the Clayton Act and its enforcement. The results come
as no surpise to anyone except perhaps to industry representatives when the
findings are raised in their presence.

T am not optimistic about the future in this industry unless Congress (1) sends
a clear mandate to the Federal Trade Commission and Department of Justice
to vigorously enforce the existing law as it applies to retail food marketing and
(2) enacts legislation aimed at breaking up shared monopoly in the United States.

The fact that the Study was conducted and hearings are being held with wide
dissemination in the media amnly demonstrates the serious concern of Congress
and is a step forward toward effective fostering of our great system of compefitive
private enterprise.

Thank you.



130

Representative Lowe. Thank you, Mr. Scanlon.

I must say, from listening to your testimony, that you have cer-
tainly put this report in a different light than did representatives of
the food chains Inst week. .

I am not familiar with your background or with your publication,
so let’s get that on the record.

Mr. Scanton. I graduated from Villanova University in 1957. Bos-
ton College Law School in 1960, and worked with the Federal Trade
Commission in 1960 through 1965 as an attorney.

From 1963 to 1965, I was a trial attorney in their general trade
restraints division. I left in mid-1965 to enter private practice in North-
ern Virginia. In 1967, I began the “Antitrust Law and Economics
Review” which is a publication devoted to a consolidation of antitrust
theory and data involving lawyers and economists.

They have a very difficult time in communicating with one another
sometimes as you well know, Congressman Long.

The Review is a self-sustaining publication. It makes a small profit.
Most of the universities and law schools in the United States are sub-
scribers. We have subscribers in 15 foreign countries, and as you indi-
cated, we have gained the respect through the years not only of the
academic community but also of the business community as well.

Representative Lone. Thank you, very much.

Your charges concerning the Federal Trade Commission’s policy
toward mergers are about as serious as the charges that were made by
the food industry representatives against this report last week.

Basically, what you are saying is that, insofar as the Federal Trade
Commission is concerned, for the last few years it has been one of
practically no action at all in this particular field. Is that correct ?

Mr. Scanton. Yes, Congressman. The record speaks for itself. Out
of five mergers that were mentioned by Mr. Mueller, only one was
challenged.

As to the four other mergers. at least three of them would be in viola-
tion of the parameters set forth in the Von Grocery case that was de-
cided by the Supreme Court of the United States, and in the National
Tea case as well.

These parameters were established back in the sixties. They were ob-
viously parameters which were acceptable to the industry because the
industry signed consent orders. They twere not excessive incursions
into nrivate enterprise.

Of course, they are expiring now and the industry can go forward
in the absence of any new policy, go forward on an expansive program
of acquisition.

Representative Long. Mr. Scanlon, on some of the details with re-
spect to the Wisconsin study : It’s my understanding that the authors
relied on a larger sample of prices—and this goes to the crux of the
matter—than did either the U.S. Department of Agriculture studyv,
or than the USDA currently does in determining inflation data for its
market basket. In addition, the Wisconsin study used more price data
than does the Department of Commerce in determining the food com-
ponents of the CPT.

Is this your understanding ?
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Mr. Scaxrox. That is my understanding, yes, sir. ] .

Representative Loxe. And in both instances the Wisconsin study
sample exceeds the number of products used by those Departments of
the Government? ]

Mr. Scanton. That is correct, sir. They are the common things found
in all the cupboards in all our homes. )

Representative Lowe. Let me ask you another question. Going to the
validity of the study made by the University of Wisconsin people, Mr.
Mueller and his group and the associated nstitutions: How does the
quality of the data in the Wisconsin study stack up against the other
data that you have seen in other studies that have been made, such as
the Burean of Labor Statistics data and the data used in other studies
that you have had an opportunity to review ?

Mr. Scanrox. I believe that the underlying data is the best that has
ever been made available, I think it should be made clear for the record
that the data was collected by this committee, that data was presented
for evaluation to the best analysts this committee could find, Mr.
Mueller and Mr. Marion and their assoclates.

The one who should take credit for collecting this data in its remark-
able degree of specificity should be the members of this committee.

Representative Lona. The related question arises as to the degree of
cooperation that this committee had or did not have from the food
g}}:ain_s in gathering this information. The question is still a little up in

e air.

Senator Humphrey has been quoted by Senator Roth in that regard,
“And we shall pursue this further and get additional evidence in that
regard of the documentation of really what did occur and the degree
of participation that we had in this line.” He later thanked the food
chains in a speech for their cooperation, but I know that he and the
committee staff were never satisfied with the spotty data submitted
subsequent to that speech.

T will ask you one specific question. You raised the real problem
of entry prevention actions of the type practiced here in Wash-
ington, D.C., as pointed out by, I think, Mr. Mueller.

Mr. Scantox. Charles Muéller. Not the Mr. Mueller who worked on
the food chain study.

Representative Loxe. There are a number of other instances, in
addition to the incident here in Washington, D.C., where entry pre-
vention actions occured. What effective remedies, if any, do you see
for the practice of chains implementing sharp price cuts to keep new
competition out of established markets?

Mr. Scancon. Other than the remedy which would, I think, re-
quire new legislation, there is no effective remedy realistically avail-
able. The most effective remedy, which is to resturcture the local
market into more competitors, just is not available as a practical mat-
ter; the political will does not exist to go forward and do it.

Representative Loxe. And you are of the opinion that sufficient
legal basis exists for the Federal Trade Commission to do that at the
present time ?

Mr. Scaxvox. The Foodarama case in Washington was a clear viola-
tion of law, there is no question about that.

Representative Loxe. Explain that, if you would.
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PREDATORY PRICE CUTTING BY GIANT AND SAFEWAY KEPT COMPETITION OUT

Mr. Scaxvox. It was a predatory pricing case, Congressman. The
price cuts which Giant and Safeway engaged in were below the
prevailing prices that even Foodarama was charging in New Jersey.
These were very sharp price cuts because F oodarama came in with a
3 to 5 percent discount position.

Giant and Safeway went even below that and lost approximately
$1 million in the fight. However, they saved about $18 million in pro-
fits per year shared between them. So it was a very good investment
from their point of view. It was a very effective remedy from their
point of view and without, frankly, a limitation facing them or without
the risk of them having to pay any kind of a penalty in court or before
any Government agency. In our system of free enterprise, it certainly
was behavior that could be expected for them to engage 1n—protect-
Ing their markets. But it is certainly behavior which stifles innovation
and directly causes consumers to pay unnecessarily high prices.

Representative Loxg. As T understand it, Mr. Scanlon, the four
large mergers that have occurred in the last 10 or 12 years are the
Lucky Stores merger, the Winn-Dixie merger, the Allied merger,
and the A. & P. acquisition merger ?

Mr. Scanrox. Yes. . : :

Representative Loxe. As a man who worked at, the Federal Trade
Commission and who also studies this field and has become an expert
In 1t, tell me this: If the Federal Trade Commission was follow-
ing today the merger policy that it had back in the 1960’s when the
consent orders were entered into with a number of chains, would any
or all, and if so, which of these four large food chain mergers would
have been allowed by the Federal Trade Commission ?

Mr. Sca~tox. Certainly the Winn-Dixie merger would not have
been allowed. Certainly, the Lucky merger would not have been
allowed. Perhaps the A. & P. acquisition in Chicago might have been
allowed because that involved a number of store acquisitions and the
increase in market share may not have been substantial.

Of course, the Allied merger involving the Detroit market would
not have been allowed. The acquisition market share was far too great
when you aggregate them after the merger. The Von’s Grocery case
took place in the most competitive market in the United States, in the
Los Angeles market. The increase in market share held by the merged
entity was somewhere between 8 and 9 percent. The Supreme Court of
the United States agreed that this was illegal because it created a
tendency toward monopoly which was enough to violate section VIT
of the Clayton Act. So on the basis of Von Grocery, National Tea,
and the other cases, those three mergers would usually have heen
found to be clearly violative of section VII of the Clayton Act. They
weren’t, however, so ruled by the FTC during the last administration.

Representative Loxe. Are you familiar, Mr. Scanlon, with the
study conducted by the three TU.S. Department of Agriculture
economists which has been cited by the food chains witnesses as
drawing conclusions counter to those drawn by the Mueller study?

Mr. Scaxvox. I have read over it. T have a substantial familiarity
with BLS data. T have worked with it myself in cases which I have
litigated.
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I know of its dubious value, certainly, in trying to reach any
specific conclusions with regard to specific market share of various
specific companies. Based on that, such a study would automatically
and was at the time and still is suspect as being of little or no value
in seeking to find out the answers to these questions. The data used
was of no value in reaching conclusions regarding the relationship of
market concentration and price levels. The BLS has said that, the
USDA economists have said that. In fact, the only people who don’t
say that are people unfamiliar with the data itself or unfamiliar with
statistics.

It just wasn’t there.

Representative Loxe. Thank you, very much, Mr. Scanlon.

Senator Hatch.

Senator Harcu. At Boston College, were you on the Law Review ?

Mr. ScaxTox. I was a contributing editor to the Law Review.

Senator Hatcr. Did you study antitrust law there?

Mr. Scanvox. Yes, I did.

Senator Harcr. Have you had private experience in the field of
antitrust or just Government experience ?

Mr. Scantox. I have had private experience both on the private
side and the defense side. On the plaintiff’s side, I was involved
heavily in the large plumbing fixtures antitrust litigation rep-
resenting consumers in which executives were jailed, and in the
antibiotics tetracycline case, both of which were ultimately settled.
1 represented the interests of hospital patients and consumers in
six Western States at the request of Judge Miles Lord in Minnesota.

Senator Hatcr. While you were at the FTC, were you a colleague
of Mr. Mueller?

Mr. Scanrox. No, I was not. I worked for Rufus C. Wilson, who was
then head of the General Trade Restraints Division. I did not person-
ally know Mr. Mueller.

Senator Harcr. Have you had any formal training as an economist ?

Mr. Scanron. In college only.

Senator Flatcr. You don’t consider yourself an economist?

Mr. Scant.ox. No, T am an attorney by training and profession.

Senator HartcH. Or are you an expert in the field of economics?

Mr. Scaxrox. Oh, no, I am not an expert in the field of economics.

Senator Harca. I notice you criticized Mr. Timothy Hammonds be-
cause he was a food chain economist and Mr. Goldberg because his
evaluation of the study was requested by the food chains.

Mr. Scanvox. I point out the association. I am not so sure I would
characterize it as criticism. I think anyone who is associated with the
chains, but seeking to pass their opinions off as so-called professional
judgment would call it criticism. Certainly they have a right to present
their views before this committee.

Senator Hartca. You are protesting the veracity of their conclusions,
are you, or just the conclusions themselves?

Mr. Scaxrox. I am pointing out the association between these two
witnesses and the food chains.

Senator HarcH. Are you making this on an economic assertions
basis, or a legal basis?

Mr. Scaxrox. On a legal basis, strictly on the basis of the facts as
they were contained in the study and previous FTC actions.
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Senator Harcr. But you have admitted here you are not an economist
nor an expert in any way in economics. So my question is, Are you mak-
ing a conclusion based upon your analysis of economic facts, or mainly
on what you think the application of the antitrust laws by the FTC
should be? ,

Mr. Scanvon. Every economic objection raised by the food chain wit-
nesses is contained in the Wisconsin study as a question raised by the
authors of that study.

Senator Hatcu. And there are people who are brilliant people who
are experts in this field who refute that study because it excluded cer-
tain materials and certain food products and because of many other
reasons that seemed to have a great deal of validity to me, again ad-
mittedly as a nonexpert economist.

Mr. Scaxvox. That is incorrect. The only people to refute that study
a}x;e People whose presence has been requested or demanded by the food
chains.

Senator Harca. I note that you took pains to point out that Mr.
Hammonds was a food chain economist and that Mr. Goldberg’s re-
port was specifically requested by the food chains, but you did not
take time to point out that Mr. Mueller, one of the authors of this
study, directed the FTC’s Bureau of Economics and in 1967 was a
significant contributor to the enforcement policies with respect to
mergers in the food distribution industry of the FTC.

Don’t you think that should be in question, too?

Mr. Scanron. Why ¢ Mr. Mueller is not here on behalf of the FTC.
In addition, everybody here last week knew that Mr. Mueller was at
the FTC in the 1960’s. I know his résumé was presented last week to
each committee member.

Senator Hatcw. I disagree with you. I don’t think everybody does
know that and I want to be sure they do.

I am not disagreeing with your legal conclusions, although I think
we might disagree on some aspects there. But I think for you to come
in and say that this report is a wonderful analysis without any basis
in economics, without any background in economics, without an ex-
pertise in economics, just shows that maybe you are biased in this
particular field and that is the thing I am concerned about. -

What I want is truth. T don’t want bias in this thing. I can show you
50 economists and they will disagree on everything. Even Mr. Ray
Marshall in his confirmation proceedings said, “If you are trained in
the mystery of economics, you can arrive at any conclusion.”

What T would like to do when we have outside researchers do re-
ports, for the Federal Government, is to get people without precon-
ceived conclusions to do them. When we have people with precon-
ceived conclusions doing reports, I think it is to the discredit of the
Government, and I think that it is for the purpose of enforcing gov-
ernmental views of a select few here. And, I think that it ultimately
does a very great disservice to finding out what is the truth. It may be
that Mr. Mueller and his companions are right, but because of their
background and because of their particular expertise and because of
their particular persuasions in this area, they may be wrong:

They may have effectuated conclusions and worked backward. That
is what worriesme, -
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I will admire you for your ability in the field of antitrust. I will
admire you as an attorney, and perhaps for your publication. But the
thing I don’t admire is you coming in and backing up one whole
report on an economic basis.

"That is what worries me. That is what is bothering me about these
hearings.

Mr. %CANLON. Senator, you are the one building the straw man here
in preparation for breaking. I have represented myself as a legal au-
thority with only selected but very deep economic knowledge, includ-
ing the BLS data Government statistics on food pricing. The food
chain witnesses chose to refute the Wisconsin study using this same
BLS data. You are the one seeking to paint me as an economics expert.
T have not, done so. I was quite clear on that in my statement. In addi-
tion, as an economic expert, there is none better than Mr., Mueller.
Willard Meuller was selected by this committee. He is your boy.

Senator Harca. He is not my boy.

Mr. Scant.oN. Well, he is the committee’s boy.

Senator Harcu. I am a minority member of this committee who
wants to achieve the truth.

Mr. Scanton. He needs no defense from me, certainly.

Senator Harcu. Why are you offering it ¢

Mr. ScaxLox. You were the one who started this.

Senator Hatcm. I think everything you said has been covered in
prior testimony. I do respect you in your area of expertise. I don’t
feel that you have really added very much today other than a sterling
defense of people in an area about which you have to admit you don’t
have much experience or expertise.

Mr. ScaxroN. We differ, Senator, although you have convinced me
that preconceived notions exist as much in the Senate as anywhere else.

Representative Loxe. Thank you very much, Senator.

The fact remains that you have had 14 years now as the associate
oditor of the Antitrust Law and Economic Review. You have over
that period familiarized yourself with economics and how it relates to
antitrust laws; is that correct?

Mr. Scanvon. That is correct.

Representative Loxa. Do you write for that magazine also?

Mr. ScaxtoN. An occasional article but it is very light. It is not
competitive with the articles created by the economists and others. I
don’t feel I can put myself in that position.

Representative Loxe. Thank you, very much.

Senator Hatca. Could I ask one other question ?

T have to admit as a practicing attorney, that even law is an inexact
science and sometimes great lawyers disagree on the applications of
antitrust and the applications that should be applied by the FTC.

So I appreciate your comments, but I think we have to acknowledge
there may be another viewpoint as well.

Mr. ScanroN. We had better acknowledge that.

Representative Loxe. Congressiwoman Heckler.

Representative HeckLEr. Thank you, Congressman Long.

T would not like to get caught in the crossfire between the lawyers
and the economists today because I think they are both out on the
periphery.
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The real question is: How does the consumer fare as a result of data
and facts which have been acquired by the committee under its com-
missioned study ¢ Certainly we can line up economists on both sides of
the question and, of course, lawyers as well.

Senator Harcu. I agree with you, this is the question. That is what
I was trying to raise, very openly. )

Representative Heckrer. Really the central issue is: How o the
Tacts, if the facts are validated, affect the consumer? That is the pub-
lic policy question before this committee.

Now we do have perhaps a question of methodology in terms of the
selection of the facts, how are they collected, are they representative,
what is the significance of the data? You have said in your statements
that you feel you have complimented the authors of the study and you
have said that this study relied on a much larger sampling of prices
than the USDA does in determining its market basket, or the Depart-
ment of Commerce does in determining the food components of the
CPT;is that correct ?

Mr. Scanrox. Yes, the largest number.

Representative Heckrer. And it is your feeling that the data ac-
quired by the committee and thereby transmitted to the authors of
the study is the best available thus far for a study of this kind ; is that
correct ?

Mr. Scaxrox. That is correct ; yes.

Representative HeckrLeEr. You are aware of the criticism of the
study itself, that the 110 items do not represent all of the purchasable
items in a supermarket. .

How do you respond to that criticism ?

Mr. Scaxro~. Mr. Mueller responds to that in the study texts that
he presented to this committee. He did a much more articulate job than
I can do.

You see, this and other criticisms were raised by both Messrs. Muller
and Marion in the study itself. They have reached the stature where
they can engage in analysis and criticisms and this is precisely what
they did throughout the study.

In the later pages of the text of the report presented to this com-
mittee. you will find their self-analysis. They go into the greatest detail
about the criticism vou mentioned.

I think is a little disingenuous for food industry representatives
to present criticisms that are not original—that are in fact lifted di-
rectly from the study but out of context—that are criticisms which the
authors themselves presented.

Representative Heckrer. Is it true that the FCC is still continuing
its six-city study of the food prices?

Mr. Scaxrox. Apparently so. The Review published in late 1974 or
earlv 1975 a statement which we got throngh the customer’s committee
by Mayo Thompson with regard to the six-city study.

By that time the study had been around the FTC for 2 or 3 years
and it was said that it’s still going on. It was wallowing there.

Representative HeckLER. As you know, some of the critics from the
industry have said that the selection of 32 markets is an inadequate
sampling.

Now, if 82 are inadequate, how can 6 cities be adequate in the eyes
of the experts at the FTC?
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Mr. Scaxrox. I have never been able to figure that out. "This study
did, in fact, start out with a much larger number of cities in the
original proposal. . .

Representative HeckLEr. How many were there in the original ?

Mr. Scaxrox. I understand that it was in excess of 20. Then there
was a lot of infighting and it got chopped back to six because it was
said the budget costs were too high. SIx is an inadequate number. I
don’t know what six can prove. I don’t think it can prove anything.

Representative HeckLEr. If the FTC began with a study of 20 and
reduced that to 6 and our study covers 32 cities, this has to be
a broader sampling of pricing from which to draw, hopefully, re-
liable conclusions: 1s that correct ¢ ]

Mr. Scaxrox. Yes. It is an excellent base, 32 cities, and the selection
of those 32 cities was relatively unbiased.

It was an excellent selection, I think.

Representative HeckLEr. In your statements you seem to be con-
versant with the methodology used in compiling the other studies and
you claimed that this study has been put together on a better basis
and represents a higher quality in terms of the collection of data and
-conclusions.

Now, what is the difference between the methodology ? Will you state
for the record what the differences in methodology would be between
the methodology used in this study and the methodology used in the
FTC early studies or.in other studies that you are familiar with?

Mr. Scaxrox. Tt ism’t the methodology that distinguishes this
study from other studies. Tt is the data base used and that data base
in this study was very specific. It had the kind of data necessary,
absolutely required, to draw the kind of conclusions that were drawn
by the authors of this study. And it is the only study to even have
data of this quality and detail available for use—the only one.

The other studies used that good old BLS data which is too aggre-
gated, too masked, and useless as far as trying to reach the types of
conclusions reached by this study. It is very difficult and professionally
insulting or inept to leap from the aggregated data of BLS to the
kind of conclusions that were claimed for 1t by the food chain cham-
pions. It is impossible, being intellectually honest, to leap from that
kind of BLS data to the kind of conclusions here. The USDA econo-
rmists know that and are more embarrassed by the erroneous claims
for their study by the food chain witnesses than anyone else.

Representafive HeckLer. In your statement you have referred to the
problem of entry into the supermarket industry and cited a specifie
situation in Washington, D.C., when Foodarama sought to estab-
lish a beachhead here.

Now what effective remedies do you suggest for the apparently
common practice of supermarket chains to implement sharp price cuts
in order to keep new competition out of established markets?

Mr. Scanrox. I really think that as a practical matter in today’s
world some new legislation should be passed that wonld nrovide for
a monitoring operation undertaken by the Federal Trade Commis-
sion or some other agency. This agency would be notified of new
entrants, prior to their entry, and monitor what happens during
the period of entry. If saturation advertising and predatory pricing are



138

en%a.ged in by their entrenched competitors, then they can come in
and seek restraining orders in the local Federal court.

I think that would provide the protection necessary for new entrants
to gain a foothold in these markets, I don’t think it’s the kind of rem-
edy that is really totally effective because you have to find new en-
trants who are willing to take the risk and that may be very difficult
iéfttetr the Foodarama and other similar ventures throughout the United

ates. _

Representative Heckrer. What is the best existing method of keep-
ing a competitive situation alive in the food industry ?

Mr. Scanron. Vigorous enforcement of antitrust laws and the break
up of undue market power in any particular marketplace are the only
effective remedies. Divestiture of various stores might even be necessary
to divide the power in those entrenched situations such as in Washing-
ton, D.C.

Representative HeckLEr. Do you see the FTC reacting to maintain
a healthy competitive situation in the food industry ?

Mr. ScanvLox. In recent times——

Representative Heckrer. Ideally, as well as in recent times.

Mr. Scanvox. Ideally they have the power. Congress has granted
them broad-ranging power under section 5 of the FTC Act, section

7 of the Clayton Kct, and the Robinson-Patman Act. I think they
have all the tools to keep competition alive in the United States.

Representative Heckrer. Do you suggest the FTC do this? That is,
perform the monitoring function you have described?

Mr. Scarron. Not without congressional oversight and very close
congressional oversight. I think it would dissipate over time and would
not be very effective. Without such oversight, it would not serve the

needs of the consumers in this country or in those particular markets.

Representative Heckler. Thank you.

Representative Lona. Our witness here today is Mr. Paul Scanlon,
who 1s the associate editor of the Antitrust Law and Economic Review.
The five witnesses that we had on March 30 were Mr. Willard Mueller
and Mr. Bruce Marion of the University of Wisconsin, the individuals
who were primarily responsible for the reports that we are reviewing
here, Mr, Kenneth Farrell with the U.S. Department of Agriculture,
Mr. Timothy Hammonds, with the Food Marketing Institute, and
Mr. Ray Goldberg, of Harvard University, who was requested to be
invited here by the officials of the Food Marketing Institute, formerly
the National Association of Food Chains.

I think that shows us one of the reasons that we are getting the con-
flicts we are getting with respect to the report.

Mr. Scanlon, we appreciate your coming here. T don’t know what we
contributed toward what you set forth as one of the purposes of your
magazine; and, that is for better communication between economists
and lawyers, but you have made a good contribution and we are
appreciative,

Mr. Scavcon. Thank you very much.

Representative Lone. Our next witnesses are Mr, Owen Johnson,
Director of the Bureau of Competition, Federal Trade Commission,
and Mr. Willard Mueller of the University of Wisconsin, and former
FTC Chief Economist for 8 years.

Mr. Johnson, if you would proceed.
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STATEMENT OF HON. OWEN M. JOENSON, JR., DIRECTOR, BUREAU
OF COMPETITION, FEDERAL TRADE COMMISSION, ACCOMPANIED
BY MACK FOLSOM, DEPUTY DIRECTOR, BUREAU OF ECONOMICS

Mr. Jomxsox. First, I should note that I have with me at the table
Mr. Mack Folsom, the Deputy Director of our Bureau of Economics.
Thank you, Mr. Chairman, for this opportunity to testify before the
committee on the important subject of the prices and profits of retail
food chains. My remarks today represent my views as Director of the
FTC’s Bureau of Competition, but should not be considered to re-
flect the views of the Commission, or any of its Commissioners.

We in the Federal Trade Commission are always interested in the as-
sessment of competition and antitrust. policy provided by members
of the academic community. Such studies can materially assist us in
our policy planning and resource commitments. We are particularly
interested in the north-central regional project on the “Organization
and Control of the U.S. Food System,” which provided support for
the study we will be discussing today. We look forward to publication
of other works concerning the food industries that the north-central
project has planned.

You have asked me to address three subjects in particular. First, you
have asked me to evaluate the Mueller-Marion study of food chain con-
centration, prices and profits issued by the committee last Tuesday,
March 30. Second, you have asked for my remarks on the implications
for FTC policy from the results of the study. Finally, you have asked
for a report on the status of the FTC’s six-city study of the retail food
industry.

1. THE MUELLER-MARION STUDY

At the outset, I should note that the committee’s letter of March 24,
1977, inviting this testimony, addresses me as “Dr.” Johnson. As any-
one at our Bureau of Economics will readily confirm, I am not an
economist, but a lawyer. Because I am not an economist, my remarks
on the Mueller-Marion study are necessarily a layman’s views. I hope
that the members of this committee share my feeling of inadequacy in
fathoming the world of regression analysis and endogenous relation-
ships. If so, you will appreciate my position, which is to take at face
value the conclusions of the Muller-Marion study, as qualified by those
same economic experts when they testified before this committee.

The major conclusions of the study, as I understand them, are:

TFirst, retail food prices in concentrated markets with few major sell-
ers were significantly higher than in less concentrated markets. That
is, there was a positive correlation between food prices and market
concentration.

Second, chain store profits are significantly higher in markets where

a few firms control most grocery store sales. There is also, therefore,
a positive correlation between retail chain profits and market
concentration.
_ Third, increased profits do not account for the major portion of the
increased prices observed in concentrated markets, and accordingly the
study hypothesizes that the large firms in these markets are less effi-
cient or cost conscious.
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Fourth, in analyzing food chain price data, the studv estimated that.
due to high market concentration, consumers paid a minimum national
“monopoly overcharge” in terms of excessive food prices of $662 million
in 1974, : ’

- Fifth, the study found a distinect possibility—perhaps probability—
that the large chains subsidize losses in less concentrated markets with
‘profits earned in more concentrated markets.

Sixth, a significant, though not the only vehicle for increasing
market concentration was merger and acquisition activity.

We acknowledge that some questions about the validity of a portion
of the Mueller-Marion study were raised in last week’s testimony before
the committee. While the study concludes that much of the retail food
industry is structured anticompetitively, the food chains’ witness, Mr.
Goldberg, concludes that “food retailing is one segment of the food
system that should remain extremely competitive over the next
several vears.”

Mr, Hammonds of the food chains similarly concludes. “By every
reliable measure, food retailing is a highly competitive industry and
consumers receive the benefit of that competition.” I will not attempt
to recount these specific industry criticisms of the study. The authors
of the study, to their credit, have recognized and offered explanations
for most of the factors identified by these critics. If it is ultimately
proved correct, the Mueller-Marion study should have tremendous
significance. At the very least, the report is an important contribution
to the ongoing debate on the retail food industry.

Because of the FT(’s obvious interest in the validity of the study’s
conclusions, we would like, to the extent that we are able, to assist the
committee in assessing the significance of the criticisms which the
report has received. Based on discussions with our Bureau of Eco-
nomics, we believe that the public interest would be served if the FTC’s
professional economists were to undertake an analysis of the Mueller-
Marion study and the industry criticisms it has provoked.

The Bureau of Economics has asked me to state that this suggestion
is made with two caveats. I irst, the Bureau would need access, on a
confidential basis, to the underlying data obtained by the committee
and utilized in preparation of the study. Based upon an earlier re.
quest, we understand that such access would require the approval of
this committee, Second. we may find it necessary to return to the com-
panies that submitted data and collect mformation on some of the vari-
ables allegedlv not considered in preparation of the study.

Our economists have also raised some additional questions about the
study that might be resolved through their independent analysis of
the work.

We refer to a study that the FTC itself has been making since the
first quarter of 1974, calculating the profits of the food chains both as
& percent of sales and as a relationship to their invested equity. What
we found was that the income was 1 percent of sales in 1974, and 11.8
percent of equity. In 1975, the ratio of profit to sales had declined in
half, in effect, to 0.5 percent, and the return on equity had declined to
6.6 percent. In the first three quarters of 1966, both figures rose but
did not rise to the 1974 level. Thus in our view the Mueller-Marion
study’s data on profitability may conceal considerable fluctuation in
brofits from year to year.
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We believe that the profit data on food chains does not indicate high
profits from the year our investigation began, 1974. From the first
quarter of 1974 through the second quarter of 1976, for example, food
manufacturers realized a return on stockholders’ equltv that was 54
percent higher than the return earned by.the large food chains. By
comparison, in the 5-year period from 1969 thr01wh 1973, the food
manufacturers’ rate of profit exceeded the large chain rate by only
25 percent. Therefore, these data do not appear to support the hypo-
thesis that food chains. in general, have raised prices in recent years
in order to earn monopoly profits,

2. IMPLICATIONS OF THE MUELLER-MARION STUPY FOR FTC POLICY

For the purposes of considering FTC policies in light. of the Muel-
ler-Marion study, I shall assume that the factual findings of the study
are correct. The major conclusion of the study. in a nutshell, was that,
as retail food markets become more highlv concentrated, prices and
profits increase and economic efficiency declines. I would not find that
conclusion surprising, since it is a basic tenet an underlying principle
of antitrust law in general and of section 7 of the Clayton Act in par-
ticular that increased concentration leads to precisely ‘these results. In
that sense, Congress has already drawn the major conclusion of the
study, and the Commission is already obligated to prevent increased
concentration that is achieved by means that the Congress has declared
unlawful.

A major factor that Mueller and Marion isolate as responsible for in-
creasing concentration in food retailing is mergers and acquisitions
between existing retail chains. The trend toward hi gher concentration
in food retailing was recognized by the Federal Tlade Commission in
the 1960, when several of the lar gest chains in the country were
charged with illegal acquisitions. The result of the FTC suits was a
number of consent orders which, among other things, imposed 10-year
moratoriums on future acquls1tlons of stores without advance FTC
approval. As to other firms, the Commission staff negotiated assurances
of voluntary compliance, AVC’s, that similarly “contained merger
moratorium provisions.

In 1967, due in large part to Mr. Mueller. then Director of the FTC’s
Bureau of Economics, the Commission promulgated an “Enforcement
Policy With Respect to Mergers in the Food Distribution Industries.”
This statement had the effect of announcing that food chains with sales
in excess of $500 million could expect an FTC antitrust investigation
of anv but the very smallest acquisitions.

Acqulsltlons by voluntary and cooperative groups of food retailers
creating a wholesale volume of sales in excess of $500 million were also
subjwt to scrutiny. Smaller mergers and acquisitions, resulting in com-
bined annnal sales of betw2en $100 and $500 million, were reviewed. but
investigations in such instances are not automatic. The enforcement
statement included a Commission resolution requiring reporting to
the FTC of all mergers of acquisitions by wholesalers or retailers with
sales above $100 million, such reporting to take place 60 days prior to
consummation of any transaction.

The effect of the reporting requirement, the enforcement statement,
and the various consent orders and AVC’s has been to place the FTC

96-514—77-—10
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in-a position to review, and to investigate where necessary, all signifi-
cant mergers in food retailing and wholesaling from 1967 to the pres-
ent. Mueller and Marion report that merger activity by the top 10
chains was sharply lower in the period 1967-75 than in the previous
decade. The study further observes: “Although the change has been
less dramatic, the tempo of mergers by the 11th through 20th largest
chains has also slowed since 1964. The result very probably has been to
s}low t}}e trend toward national sales concentration among the largest
chains.”

In their testimony before the committee, Messrs. Mueller and Marion
noted some recent mergers that the FTC has declined to prosecute.
They questioned whether the FT'C had abandoned its enforcement pol-
icy. I am here to tell this committee that what the Mueller-Marion
study called “strict merger policy” is still alive and well at the Com-
mission. When suspect mergers are reported to us, we investigate them
thoroughly. If we do not recommend prosecution, it is for good rea-
sons. If we persuade the Commission that prosecution is in the public
interest, we pursue that litigation vigorously. Increasingly, we are at-
tempting to enjoin the mergers we challenge before they can be con-
summated.

With specific reference to the five matters discussed by Mr. Mueller,
and with the caveat that I cannot reveal data submitted to the Com-
mission for which confidentiality has been afforded, I will inform the
committes as to our disposition of each matter.

First, Allied Supermarkets acquired Great Scott Super Markets in
Detroit. It was our conclusion that the “failing company” defense
applied to this transaction.

Second, A. & P. purchased 62 National Tea Stores in Chicago, and
several other retailers purchased other National Tea Stores since Na-
tional had determined to withdraw from that market. Again, we con-
cluded that the circumstances warranted a “failing company’ defense.

Third, we investigated a geographic market extension in Winn-
Dixie’s acquisition of Kimbell, Inc., in the Southwest. Neither firm
prior to the acquisition was in competition with the other. Nor did we
view Winn-Dixie as a likely potential entrant into Kimbell’s area
except by acquisition.

Fourth, we investigated Food Town’s proposed acquisition of Lowe’s
Food Stores in North Carolina. We not only recommended to the Com-
mission the issuance of a complaint, but also proposed that an in-
junction be sought in Federal court to prevent the acquisition. The
Commision agreed with these recommendations. Though we were
unsuccessful in our initial injunctive efforts in a Federal district court,
the U.S. Court of Appeals for the Fourth Circuit stayed the merger
pending our appeal. Further action became unnecessary, as in the face
of the court of appeals ruling, Food Town abandoned its efforts to
consummate the acquisition. .

Finally, Messrs. Mueller and Marion particularly criticize Lucky
Store’s acquisition of 16 Arden-Mayfair stores in Washington State.
This acquisition was one requiring prior Commission approval. The
Commission allowed the acquisition to occur. The Commission’s reason-
ing was stated in congressional correspondence, which Messrs. Mueller
and Marion have noted in their testimony, but still criticized.
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I want to emphasize the Bureau of Competition’s continued vigor
in evaluating merger activity in the retail food industry. In the future,
I expect our vigilance to be improved by the broad premerger notifica-
tion provisions of last year’s Hart-Scott-Rodino Act. This expands the
premerger notification provisions of the Commission’s enforcement
policy on food retailing, and should allow us additional time to seek
Injunctions in Federal court. With the existing enforcement policy on
retail food mergers and the provisions of Hart-Scott-Rodino, I am
confident that we have effective tools to detect and challenge
anticompetitive mergers.

__Apart from merger enforcement, Messrs. Mueller and Marion have
identified in their testimony some other public policy alternatives. To
reduce entry barriers to new competition, they direct attention to re-
strictive lease arrangements, selective price cutting, and massive ad-
vertising. The FTC is already in the forefront in antitrust attack
upon restrictive lease arrangements, especially in regional shopping
centers.

3. THE FTIC “SIX-CITY” STUDY

The committee has requested a report on the status of the so-called
six-city study of the retail food industry. This investigation was com-
menced by the Bureau of Competition and the Bureau of Economics
in 1974, focusing on six metropolitan areas: Atlanta, Denver, Detroit,
Jersey City, Little Rock, and Washington.

The commencement of the investigation was publicly announced,
and various motions and enforcement actions have subsequently been
filed, thus placing many aspects of the study on the public record. In
addition, staff of this committee and other congressional staff have
been afforded access to information collected during the investigation.
Nevertheless, the investigation has been, and remains, nonpublic in
nature.

This nonpublic character is necessary, because the investigation has
had an enforcement objective. At the time it was started in 1974, food
prices had been escalating at an alarming rate. There was a prevalent
suspicion that these increases were the result of conspiracy or other
forms of collusion among the major chains. This committee, 1n particu-
lar, heard testimony suggesting that collusion might explain the be-
havior of food prices. The heart of the six-city investigation, therefore,
was to attempt to confirm the validity of these suspicions.

The principal methods employed in the six-city investigation have
been the subpena for documents and the investigational hearing. Sev-
eral major chains resisted responding to these subpenas, necessitating
court enforcement. Ultimately, however, the documents—several dozen
file drawers—were obtained and hearings were held to attempt to
confirm the thoroughness of the companies’ responses.

At this point, quite frankly, the results do not appear promising.
The odds of success are obviously reduced when a collusion investiga-
tion is commenced without leads from informants and without “hot
documents.” In fairness to the Commission’s staff, they recognized
these limitations from the outset and advised the Commission that the
likelihood of finding illegal conduct might not be great. The public
temper during the price rises of 1973-74 suggested, however, that the
effort should be made.
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Economic data subsequent to 1974 seems to refute the likelihood of
any widespread price collusion in food retailing. As noted earlier. the
statistics maintained by our Bureau of Economiics since 1974 show
that 1974 profit levels of the chains have not been maintained. Food
prices themselves have moderated the steep rises of 1973-74; and in
1975 our Bureau of Economics issued a study identifying the many
cost, f;mtors which would appear to have pushed prices higher in
1973-74.

It has been suggested that, whether or not collusion is found so as
to warrant antitrust action, our six-city investigation might be con-
tinued as an economic study. The principal benefit of such study would
be to consider the correlation between prices and concentration. The
six cities in themselves, however, would not be a statistically reliable
sample. In any event, the work done in the Mueller-Marion study wonld
appear to preempt any such limited economic study. As suggested
earlier, a more constructive activity for economic analvsis at this time
would be to try to confirm the validity of the Mueller-Marion study’s
conclusions.

Thank you, Congressman Long, for this opportunity to comment
on this study and its implications.

Representative Long. Thank vou, M. Johnson.

[The prepared statement of Mr. Johnson follows :]

PREPARED STATEMENT OF HoN. OwWEN M. Jomxsox, Jr.!
PRICES AXND PROFITS OF RETATL FOOD CHAINS

Thank you, Mr. Chairman. for this opportunity to testify hefore the committee
on the important subject of the prices and profits of retail food chains. My
remarks today represent my views as Director of the FTC’s Bureau of Competi-
tion, but should not be considered to reflect the views of the Commission, or any
of its Commissioners.

'We in the Federal Trade Commission are always interested in the assessment
of competition and antitrust policy provided hy members of the academic com-
munity. Such studies can materially assist us in our policy planning and resource
commitments. We are particularly interested in the North Central Regional
Project on the “Organization and Control of the U.S. Food System.” which pro-
vided support for the study we will be discussing today. We look forward to
publieation of other works concerning the food industries that the North Central
Project has planned.

You have asked me to address three subjects in particular. First, you have
asked me to evaluate the “Mueller-Marion” ? study of food chain concentration,
prices and profits issued by the Committee last Tuesdav, March 30. Second, you
have asked for my remarks on the implications for FTC policy from the results
of the stndv. Finallv. you have asked for a report on the status of the FT('s
“six city” study of the retail food industry.

1. The Mueller-Marion Study

At the outset. I should note that the Committee's letter of March 24. 1977, invit-
ing this testimony, addresses me as “Dr.” Johnson. As anvone at our Bureau of
Economics will readily confirm. T am not an economist. but a lawyer., Because T
am not an economist, my remarks on the Mueller-Marion study are necessarily
a layman’s views. I hope that the members of this Committee share my feeling
of inadequacy in fathoming the world of regression analysis and endogenous re-
lationships. If so, you will appreciate my position, which is to take at face value

1 The remarks in this statement represent only the views of a member of the Federal
Trade Commission staff. They are not intended to be. and should not be construed as.
representative of any official Commission poliey.

2 “The Profit and Price Performance of Leading Food Chains 1970-74.” a study prepared
for the use of the Joint Economic Committee. 95th Cong., 1st sess. (1977), hereinafter
cited as “Mueller-Marion study.”
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the conclusions of the Mueller-Marion study, as qualified by the economic experts
who have already testified before this Committee.

The major conclusions of the study, as I understand them, are:

First, retail food prices in concentrated markets with few major sellers were
.significantly higher than in less concentrated markets. That is, there was a posi-
tive correlation between food prices and market concentration.

Second. chain store profits are significantly higher in markets where a few
firms control most grocery store sales. There is also, therefore, a positive correla-
tion between retail chain profits and market concentration.

Third, increased profits do not account for the major portion of the inereased
Drices observed in concentrated markets, and accordingly the study hypothesizes
that the large firms in these markets are less efficient or cost conscious.

Fourth, in analyzing food chain price data, the study estimated that, due to
high market concentration, consumers paid a minimum national “monopoly over-
charge” in terms of excessive food prices of $662 million in 1974.

Fifth, the study found a distinct possibility—perhaps probability—that the
large chains subsidize losses in less concentrated markets with profits earned in
more concentrated markets.

Sixth, a significant, though not the only vehicle for increasing market concen-
tration was merger and acquisition activity.

Before making specific resource commitments based on any study, either from
‘within the Commission or from 'the academic community, it has been our prac-
tice to carefully evaluate the data, methodology, and reasoning used to reach
the major conclusions. We try to measure each conelusion against our experience
in dealing with the industries involved and against our existing information. In
this regard, we acknowledge that some questions about the validity of a portion of
the Mueller-Marion study were raised in last week's testimony before the
«Committee.

While the study concludes that much of the retail food industry is structured
anticompetitively, the food chains’ Mr. Goldberg concludes that “food retailing
is one segment of the food system that should remain extremely competitive
over the next several years.® Mr. Hammonds, of the food chains, similarly con-
cludes, “By every reliable measure, food retailing is a highly competitive in-
dustry and consumers receive the benefit of that competition.” *

I will not attempt to recount these specific industry criticisms of the study. The
authors of the study, to their credit, have recognized and offered explanations
for most of the facts identified by these critics. If it is ultimately proved
correct, the Mueller-Marion study should have tremendous significance. At
the very least, the report is an important contribution to the ongoing debate
on the retail food industry. Because of the FTC's obvious interest in the validity
of the study’s conclusions, we would like, to the extent that we are able, to assist
the Committee in assessing the significance of the criticisms which the report
has received. Based on discussions with our Bureau of Economics, we believe
that the public interest would be served if the F1'C’s professional economists
were to undertake an analysis of the Mueller-Marion study and the industry
criticisms it has provoked.

The Bureau of Economics has asked me to state that this suggestion is made
with two caveats. First, the Bureau would need-access, on a confidential basis,
to the underlying data obtained by the Committee and utilized in preparation of
the study. Based upon an earlier request, we understand that such access would
require the approval of this Committee. Second. we may find it necessary to re-
turn to the companies that submitted data and collect information on some of the
variables allegedly not considered in preparation of the study.?

Our economists have also raised some additional questions about the study
that might be resolved through their independent analysis of the work.

Of particular concern to us are the conclusions of the study dealing with the
chain stores’ profitability. Table 2-1 of the study (p. 32) indicates that the
average profits of the 17 firms participating in the study were 0.6 percent of sales.
That is, however, the simple average of the firms’ profitability as a percentage of
sales. If that number is multiplied by the total sales of the 17 firms, it results in
an overstatement of 50 percent of the actual profits they realized. The average
return as a percent of sales, when weighted by the size of sales, is 0.4 percent. The

3 Testimony of Mr. Ray A. Goldberg. Mar. 30, 1977, p

"l‘estimony of Mr. Timothy M. Hammonds, Food ’\Iarketing Institute, Mar. 30, 1977,
p. 16,

5 A discussion of some of these variables appears in the testimony of Mr. Farrell.
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study implies (p. 27) that the profit of the chains was low in 1972 and 1973,
rose substantially in 1974, and presumably continued at that level after 1974,
Again, as figure 19 of the study indicates, that conclusion is based on a simple
average of the firms’ profitability. If the profitability of the firms is weighted by
their size, the picture is somewhat different. Profits fell from an average of 9.9
percent rej;urn on equity in 1971 to 5.8 percent in 1972. Subsequently, they rose to
8 percent in 1973 and fell to 7.8 percent in 1974. (See Appendix A4, p. 85.)

The FTC began collecting profit data for large food chains in the first quarter
of 1974, The data in that series shows after-tax net income to sales at 1 percent in
1974 and to equity at 11.8 percent. In 1975, the return on sales fell to 0.5 percent
and on equity to 6.6 percent. The annualized rate of return for the first three
quarters of 1976 was 0.7 percent on sales and 9.2 percent on equity. Thus, the
tfgudy’s data on profitability conceal a considerable fluctuation in profits from year

year. :

We believe that the profit data on food chains does not indicate high profits
from the year our investigation began, 1974, From the first quarter of 1974
through the second quarter of 1976, for example, food manufacturers realized a
return on stockholders’ equity that was 54 percent higher than the return earned
by the large food chains. By comparison, in the 5-year period from 1969 through
1973, the food manufacturers’ rate of profit exceeded the large chain rate hy only
25 percent. Therefore, these data do not appear to support the hypothesis that
food chains, in general, have raised prices in recent years in order to earn
monopoly profits.

2. Implications of the Mueller-Marion study for FTC policy

For the purposes of considering FTC policies in light of the Mueller-Marion
study, I shall assume that the factual findings of the study are correct. The major
conclusion of the study, in a nutshell, was that as retail food markets become
more highly concentrated, prices and profits increase and economic efficiency
declines. I would not find that conclusion surprising, since it is a basic tenet, an
nunderlying principle of antitrust law in general and of Section 7 of the Clayton
Act in particular that increased concentration leads to precisely these results..
In that sense, Congress has already drawn the major conclusion of the study, and
the Commission is already obligated to prevent increased concentration that is
achieved by means that the Congress has declared unlawful.

A major factor that Mueller and Marion isolate as responsible for increasing
concentration in food retailing is mergers and acquisitions between existing
retail chains. The trend towards higher concentration in food retailing was recog-
nized by the Federal Trade Commission in the 1960’s, when several of the
largest chains in the country were charged with illegal acquisitions. The result of
the FTC suits was a number of consent orders which, among other things, imposed
10-year moratoriums on future acquisitions of stores without advance FTC
approval.® As to other firms, the Commission staff negotiated Assurances of
Voluntary Compliance (AVCs) that similarly contained merger moratorium
provisions.”

In 1967, due in large part to Dr. Mueller, then Director of the FTC’s Bureau of
Economics, the Commission promulgated an “Enforcement Policy With Respect
to Mergers in the Food Distribution Industries.,” This statement had the effect
of announcing that food chains with sales in excess of $500 million could expect
an FTC antitrust investigation of any but they very smallest acquisitions. Acqui-
sitions by voluntary and cooperative groups of food retailers creating a wholesale
volume of sales in excess of $500 million were also subject to serutiny. Smaller
mergers and acquisitions, resulting in combined annual sales of between $100 and
$500 million were reviewed, but investigations in such instances are not automatic.
The enforcement statement included a Commission resolution requiring the re-
porting to the FTC of all mergers or-acquisitions by wholesalers or retailers with
sales above $100 million, such reporting to take place 60 days prior to consumma-
tion of any transaction.

6 Consolidated Foods Corp., Docket C-1024. 68 FTC 1137 (1963) ; National Tea Co.,
Docket 7453, 69 FTC 266 (1966) ; Winn-Dixie Stores, Inc., Docket C-1110, 70 FTC 611
(19686) ; Grand Union Co., Docket C-1350, 73 FTC 1050 (1968) ; The Kroger Co., Docket
C-2067, 79 FTC 636 (1971). All but the National Tea matter, which was litigated, involved
consent orders.

?Jewel Companies, Inc., AVC No. 740, expires July 1977 ; Malone & Hyde, Inc., AVC No.
741, expires August 1977 ; Lucky Stores, Inc., AVC No. 895, expires after November 1977.
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The effect of the reporting requirement, the enforcement statement, and the
various consent orders and AVCs has been to place the FTC in a position to
review, and to investigate where necessary, all significant mergers in food retail-
ing and wholesaling from 1967 to the present. Mueller and Marion report that
merger activity by the top ten chains was sharply lower in the period 1967-1975
than in the previous decade. The study further observes: “Although the change
has been less dramatic, the tempo of mergers by the 11th through 20th largest
chains has also slowed since 1964. The result very probably has been to slow the
trend toward national sales concentration among the largest chains.” ®

In their testimony before the Committee, Drs. Mueller and Marion noted some
recent mergers that the FTC has declined to prosecute. They questioned whether
the FTC had abandoned its enforcement policy. I am here to tell this Com-
mittee that what the Mueller-Marion study called “strict merger policy” is still
alive and well at the Commission. When suspect mergers are reported to us, we
investigate them thoroughly. If we do not recommend prosecution, it is for good
reasons. If we persuade the Commission that prosecution is in the public interest,
we pursue that litigation vigorously. Increasingly, we are attempting to enjoin
the mergers we challenge before they can be consummated.

With specific reference to the five matters discussed by Mr. Mueller, and with
the caveat that I cannot reveal data submitted to the Commission for which
confidentiality has been afforded, I will inform the Committee as to our disposi-
tion of each matter.

Tirst, Allied Supermarkets acquired Great Scott Super Markets in Detroit.
1t was our conclusion that the “failing company” defense applied to this trans-
action.

Second, A&P purchased 62 National Tea stores in Chicago (and several other
retailers purchased other National Tea stores, since National had determined
to withdraw from that market). Again, we concluded that the circumstances
warranted a “failing company” defense.

Third, we investigated a geographic market extension in Winn-Dixie’s acquisi-
tion of Kimbell, Inc. in the Southwest. Neither firm prior to the acquisition was
in competition with the other. Nor did we view Winn-Dixie as a likely potential
entrant into Kimbell’s area except by acquisition.

Fourth, we investigated Food Town’s proposed acquisition of Lowe’s Food
Stores in North Carolina. We not only recommended to the Commission the
issuance of a complaint, but also proposed that an injunction be sought in federal
court to prevent the acquisition. The Commission agreed with these recommenda-
tions. Though we were unsuccessful in our initial injunctive efforts in a federal
district court, the U.S. Court of Appeals for the Fourth Circuit stayved the
merger pending our appeal. Further action became unnecessary, as in the face
of the Court of Appeals ruling, Food Town abandoned its efforts to consummate
the acquisition.

Finally, Messrs. Mueller and Marion particularly criticize Lucky Store’s ac-
quisition of 16 Arden-Mayfair stores in Washington State. This acquisition was
one requiring prior Commission approval under an AVC. The Commission allowed
the acquisition to occur. The Commission’s reasoning was stated in Congres-
sional correspondence, which Messrs. Mueller and Marion have noted (Testimony,
pp. 19-20), but still criticized.

I want to emphasize the Bureau of Competition’s continued vigor in evaluat-
ing merger activity in the retail food industry. In the future, I expect our
vigilance to be improved by the broad premerger notification provisions of last
year’s Hart-Scott-Rodino Act. This expands the premerger notification provi-
sions of the Commission’s enforcement policy on food retailing, and should allow
us additional time to seek injunctions in federal court. With the existing enforce-
ment policy on retail food mergers and the provisions of Hart-Scott-Rodino,
I am confident that we have effective tools to detect and challenge anticompetitive
mergers.

Apart from merger enforcement, Messrs. Mueller and Marion have identified in
their testimony some other public policy alternatives. To reduce entry barriers
to new competition, they direct attention to restrictive lease arrangements, selec-
tive price cutting, and massive advertising. The FTC is already in the forefront
in antitrust attack upon restrictive lease arrangements, especially in regional

8 Mueller-Marion study, p. 23.



148

shopping centers.’ This activity will doubtlessly continue. As regards the combi-
nation of selective price cutting and massive advertising to ward off new en-
trants, we certainly would investigate specific allegations of such conduct.
Charges of predatory pricing must be carefully examined, however, since there
is an obvious consumer interest in encouraging price competition.

Messrs. Mueller and Marion further suggest improving consumer information
as to retail food prices. The Canadian studies they cite are promising as regards
the lowering of prices which results from objective programs aimed at consumer
information. Even though there was some evidence of increased concentration
as a result of such programs, I think they are a commendable suggestion. Indeed,
the operation of a competitive market economy depends upon informed buying
decisions. For this reason, the FTC has strongly acted in the last several years
to remove price advertising restraints in other areas of the economy, such as
brescription drugs, optical supplies, and professional services. If better price
information in food retailing works to the advantage of the larger chains, that
may say something about one of the ecrticisms of the Mueller-Marion study,
namely, its failure to compare the price levels of the major chains (even in con-
centrated markets) with the price levels of their smaller competitors. The con-
sumer casts his ballot when he pays for his groceries. If he makes an informed
decision, it is hard to fault the resulting market structure.

In lesser detail, Messrs. Mueller and Marion suggest as policy alternatives
the encouragement of consumer cooperatives and industrial restructuring. The
former would appear to be outside the province of the FTC, except to the extent
that merger enforcement creates opportunities for coops to acquire store sites
from retailers who have determined to leave a market. Industrial restructuring,
as Messrs. Mueller and Marion indicate, should require a case-by-case approach.
Far more information would appear to be needed on the dynamics of food retail-
ing before a legislative determination could be made either to mandate divesti-
ture or to impose general limits on internal growth by the major chains.

Some estimates on future market trends in food retailing have been made in
the Harvard Study by Professors Buzzell and Salmon.* They forecast “that the
chain [stores’] share of market will level out or even decline slightly.” They
further forecast that, rather than expand geographically, companies will tend
to concentrate in territories where they are strong, preferably close to their
distribution centers. And finally, they estimate that “away from home” food
expenditures will grow at a greater rate than retail store sales.

‘There is reason to believe that these forecasts are accurate. Last week, Pro-
gressive Grocer released its statistics for 1976.2 Interestingly, the chains’ market
share was unchanged at 46.6 percent, while convenience stores picked up a frac-
tion of the total market at the expense of the independents, whose market share
was 48.6 percent. The past year has also seen market withdrawals by several
beleaguered chains, and we believe that more such withdrawals will occur. On
balance, therefore, the food retailing industry shows sufficient change, respond-
ing to market pressures and apparent consumer preferences, that rigidification
through forced restructuring or limits on growth seems arbitrary and ill-advised.

3. The FTC “Siz-City” Study

The Committee has requested a report on the status of the so-called “six-city”
study of the retail food industry. This investigation was commenced by the
Bureaus of Competition and of Economics in 1974. focusing on six metropolitan
areas: Atlanta, Denver, Detroit, Jersey City, Little Rock, and Washington, The
commencement of the investigation was publicly announced, and various motions
and enforcement actions have subsequently been filed, thus placing many aspects
of the study on the public record. In addition, staff of this Committee and other
Congressional staff have been afforded access to information collected during

® One litigated order and ten consent orders resulted from the shopping centers initiative.
The litigated order is City Stores Co., Docket 8886 (June 10, 1975). The consent orders are :
(imbel Brothers, Docket 8885 (January 30, 1974) ; Tyson Corner Regional Shol‘ppiml
Center, Docket 8886 (May 3, 1974) ; Woodward and Lothrop, Inc., Docket 8886 (May 3,
1974) ; The May Department Stores Company, Docket 8886 (May 3, 1974) ; The Rouse
Company, Docket C-2662 (May 7, 1975) ; Food Fair Stores, Inc., Docket 8935 (September
30. 1975) ; Peoples Drug Stores, Inc., Docket C—2773 (January 5. 1976) : Strawbridoe &
Clothier, Docket C—2812 (March 22, 1976) ; Rich’s Inc., Docket C-2825 -(June 7, 1976) ;
Sears Roebuck & Co., File No. 721 0081 (public comment period expired).

19 The Harvard Study, “The Consumer and The Supermarket—1980,” was attached to
the testimony presented to the Committee on Mar. 30. 1977, by Professor Ray A. Goldberg.

1 Reported in Advertising Age, Mar. 28, 1977, at p. 6.



149

the investigation. Nevertheless, the investigation has been, and remains, non-
public in nature.

This non-public character is necessary, because the investigation has had an
enforcement objective. At the time it was started in 1974, food prices had been
escalating at an alarming rate. There was a prevalent suspicion that these
increases were the result of conspiracy or other forms of collusion among the
major chains. This Committee, in particular, heard testimony suggesting that
collusion might explain the behavior of food prices.” The heart of the “six-city”
investigation, therefore, was to attempt to confirm the validity of these suspicions.

The principal methods employed in the “six-city” investigation have been
the subpoena for documents and the investigational hearing. Several major
chains resisted responding to these subpoenas, necessitating court enforcement.
Ultimately, however, the documents—several dozen file drawers—were obtained
and hearings were held to attempt to confirm the -thoroughness of the companies’
responses. At this point, quite frankly, the results do not appear promising. The
odds of success are obviously reduced when a collusion investigation is com-
menced without leads from informants and without “hot documents.” In fair-
ness to the Commission’s staff, they recognized these limitations from the out-
set and advised the Commission that the likelihood of finding illegal conduct
might not be great. The public temper during the price rises of 1973-74 sug-
gested. however, that the effort should be made.

Economic data subsequent to 1974 seems to refute the likelihood of any
widespread price collusion in food retailing. As noted earlier. the statistics
maintained by our Bureau of Economics since 1974 show that 1974 profit levels
of the chains have not been maintained. Food prices themselves have moderated
the steep rises of 1973-74; and in 1975 our Bureau of Economics issued a study
identifying the many cost factors which would appear to have pushed prices
higher in 1973-74.3

To this adverse economic data must now be added the Mueller-Marion study.
Despite the criticisms of its price data, the study shows significant price varia-
tions within and among selected metropolitan markets. The correlation between
price and both concentration and relative market share may be as the authors
suggest. In the face of such consistent correlations, however, the likelihood of
collusion in pricing seems rather remote—at least in October 1974 when the
authors gathered their price information. Because the Mueller-Marion study is
much more broadly based than our “six-city’ investigation, its implications as
to price variability will be particularly useful.

It has been suggested that, whether or not collusion is found so as to warrant
antitrust action. our “six-city” investigation might be continued as an economic
study. The principal benefit of such study would be to consider the correlation
between prices and concentration. The six cities in themselves, however, would
not be a statistically reliable sample. In any event, the work done in the Mueller-
Marion study would appear to preempt any such limited economic study. As
suggested earlier, a more constructive activity for economic analysis at this
time would be to try to confirm the validity of the Mueller-Marion study’s
conclusions.

Thank you. Mr. Chairman, for this opportunity to comment on this study and
its implications.

Representative Loxc. In order to save > time and to get a dialog
going, why don’t we proceed with you, Mr. Mueller, and then we will
ask questions and ask each of you to comment on the remarks.

STATEMENT OF WILLARD F. MUELLER, MEMBER, FOOD SYSTEM
RESEARCH SYSTEM, UNIVERSITY OF WISCONSIN, MADISON,
WIS.

Mr. MueLLer. Thank you, Congressman Long.
I appreciate Mr. Scanlon’s kind remarks especmlly since I had never
met him personally before these hearings.

12 Pestimony of Joseph L. Alioto, Dee. 9. 1974. Hearings before the Joint Fconomic
Commitfee on “Fnod Chain Pricing Activities.” 934 Cong.. 2d sess. 7 (1974), p.
13 Staff Economic Report on Food Chain Profits, July 1975.
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I want to make clear, however, that I am nobody’s boy, not this
committee’s nor anyone else’s. I am a university research professor in
the Department of Agricultural Economics and the Law School of
the University of Wisconsin. This does permit me the luxury of
being my own boy, although I think I was my own boy when I was
at the Federal Trade Commission, as are these gentlemen here from
the FTC today.

I have no prepared statement this morning, but I would like to
make some observations with regard to the study we prepared for this
committee and the reaction toit.

I am neither so naive as to be surprised by the reactions to our re-
port nor am I so cynical as to be indifferent to them. The response to
our study is a commonplace scenario in this town. Whenever someone
sheds light on the sources and consequences of undue economic power,
the holders of this power seek to distort the truth and discredit those
attempting to shed that light.

Too often, unhappily, the result is that the public is left bewildered
and confused, and the holders of power are permitted to carry on their
business as usual.

Obviously, the stakes are large and powerful economic interests will
not yield the field without doing battle. No one familiar with the
ways of Washington politics should be surprised that these holders
of power are not content to let the truth emerge through the free
sifting and winnowing process of independent researchers. They are
just as suspicious of the use of the free marketplace of ideas as they
are of free competition in business affairs.

The Food Marketing Institute and its predecessor, NAFC, have a
long record of tampering with the academic marketplace. Back in
1965 when a National Commission on Food Marketing was created
by Congress, the NAFC sought in many ways to influence its
work. Even before the Commission began its work, the NAFC de-
veloped a fund of about $100,000 to neutralize the Commission’s forth-
coming effort. Some of these funds were used to sponsor academic
researchers agreeing to prepare papers on various aspects of competi-
tion in the food distribution industries.

The NAFC approached the offices of the American Agricultural
Economic Association, as well, and offered to sponsor, but sponsor
anonymously, an essay contest on effective competition in agricultural
marketing. This contest attracted a number of contributors. Of course,
the few leading researchers in this field were too busy working for the
Food Commission to enter the contest.

On the other hand, among those entering were individuals financed
by the American Association of Food Chains. The American Agri-
cultural Economic Association, unaware that the National Association
of Food Chains was involved in this matter, honored the contest win-
ners by publishing their pieces in a special issue of the journal which
appeared simultaneously with the Food Commission staff reports.

I am not implying that the research of any of the winners had been
sponsored by the NAFC. Only the NAFC knows how well its in-
vestment paid off. It clearly managed to dilute, even obfuscate the
congressionally mandated effort. .

However, James Ridgeway in his book, “The Closed Corporation,”
charges that at least two winners in the contest had their papers
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financed by NAFC. Perhaps Mr. Aders, the food chain lobbyist, will
enlighten us on the payoff of this investment.

This is not an isolated example. Documents obtained by this com-
mittee in the course of this investigation indicated that the NAFC had
allocated either $50,000 or $100,000 to sponsor research by selected
academicians to disprove the “Mueller hypothesis” that market power
:andﬁhigh concentration in food retailing results in higher margins and
profits.

I am curious as to whether Mr. Aders is prepared to tell this com-
mittee the payoff of this investment in academic research. I must
confess upon learning of this I felt as though someone had let out a
contract on me.

As I pondered these events early this morning while I was preparing
this statement, I turned to the Good Book at my bed and read from
the Book of Jeremiah for enlightenment, because in 1969, Business
Week, in an article about me, dubbed me the Jeremiah of the merger
movement. I found some consolation that my travails were slight com-
pared to those of the great prophet, but I feel some kinship. For it is
written that Jeremiah’s enemies said, “Come, let us make a plot against
.Jeremiah, let us smite him with our tongue and not heed his word.”

I am not so presumptuous as to pose as Jeremiah fighting the forces
-of Babylon led by Mr. Aders, and the other food chain hirelings, but
I must say I was startled last weekend when two shopping carts
mysteriously converged on me as I walked down the aisle of my
friendly neighborhood A. & P. [Laughter.]

I sympathize with those who were left confused with the conflicting
testimony of last week, because the sheer enormity and repetitiousness
of the negative criticisms and personal innuendo appeared to cast a
:shadow on our study.

I cannot today in a few minutes remove that shadow or the many dis-
tortions and misrepresentations and untruths. Nor shall I attempt to
counter each of Mr. Ader’s statements today since they are merely a
repeat of Mr. Hammonds.

: Should you have any specific questions, I will attempt to answer
them.

We will give you a full written clarification on all the points raised
by our critics.

I do, however, wish to reemphasize one point. Not a single question of
substance was raised by our critics that was not taken from the concerns
we ourselves first raised in the report. This is true of the nature of the
sample, the composition of our market basket, and so on. In a real
sense, we made it easy for the food chain hirelings to raise criticisms—
they just chose to ignore our discussions of those same issues. Whereas
all the witnesses echoed questions first raised by us, they ignored our
explanations as to why we believed these matters were not responsible
for the basie findings of our study.

They did as Pontius Pilate, who asked the question, “What has this
man done?” but did not wait for the answer. Just what is it that we
have found? Some economic anomaly, some perverse economic law?
Certainly not. Our study simply confirmed what many other studies
have found: when firms achieve market dominance, they singly or
jointly achieve market power; competitive rivalry gives way to im-
plicit or explicit collusive power resulting in noncompetitve profits
and prices.
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Mr. Hammonds and the other industry witnesses insist there is some-
thing unique about food retailing that makes it immune from the laws
of economics. They are wrong.

As T said, there have been numerous studies on this subject. The
great weight of the evidence clearly supports the expectations of eco-
nomic teachings that firms which enjoy market power, and hold domi-
nant positions in highly concentrated markets, are able to exercise that
power.,

Professor Leonard Weiss, the leading scholar on this particular sub-
ject, recently reviewed what he called the massive research effort to
test the economic prediction that concentrated industries will have
higher profit margins. He concluded, “By and large, that relationship
holds up for Britain, Canada, and Japan, as well as in the United
States. In general, the data have confirmed the relationship predicted
by theory.”

As Weiss emphasizes, data used in these sorts of studies usnally have
been of poor quality. Because of this, the statistical observed relation-
ships are often quite weak. I want to emphasize, as someone who has
worked in this area for a long time, that again the data nsed in our
report were of a much higher quality than have been available in other
studies. And while there admittedly are some deficiencies in these data,
the main effect in my opinion is that they tend to result in less robust
statistical relationships. They did not invalidate the findings, just as
Weiss has said of these other studies which found similar relationships
in other industries. : '

Let me emphasize that it wonld have been an economic anomaly had
we not confirmed the relations we found between market power and
higher prices/profits.

Now to Mr. Johnson of the FTC. I, of course, have a great affection
for the FTC as an institution and the people who labor in its vineyards.

As Mr. Johnson knows, I was their economic expert for the one
recent merger case thev brought. However, I feel compelled today
to take issue with some of Mr. Johnson’s remarks.

First, he seemingly accepts without reservations the conclusion of
the industry witnesses that food retailing is highly competitive and
will remain so. He is apparently impressed with the fact that average
levels of profits are not exorbitant.

Of course, the point of our study is to determine how profits and
prices varied from city to city and firm to firm depending on competi-
tion. We are not saying that all markets are monopolized and that they
have excess prices and profits.

On the contrary, we emphasized that most markets. fortunately. re-
main quite competitive. But what we are troubled with is the facf that
there are a growing number of highly concentrated markets. All one
has to do is Jook at the table in the back of Mr. Hammonds’ pre-
pared statement to observe what’s happening in the markets where
concentration has a four-firm level of 65 percent and above.

So Mr. Johnson’s complacency puzzles me. He also said he was here
to tell you that the strict merger policy Marion and Mueller called for
is still alive and well at the Commission.

Again, I am somewhat surprised to hear this as I observed the Com-
mission’s recent behavior. I have seen too many of their patients head-
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ing for the morgue to be able to agree that this policy is keeping
competition well and alive. .

First, as I spelled out in my prepared statement, the Lucky-Mayfair
acquisition which was objected to by many small independent super-
market chains in Seattle, was thought to be in violation by Mr. John-
son’s predecessor and the FTC’s economic staff. .

I wonder whether Mr. Johnson agrees with his predecessor’s position
on that.

He then defends the Allied-Great Scott merger in Detroit on the
grounds of a failing company defense. Thisisa novel and I daresay an
even perverse application of this doctrine. Allied Supermarkets, the
acquiring firm, 1s a large $900 million chain operating in many mar-
kets. According to Supermarket News, Allied, the acquiring company,
was having financial difficulties in its Detroit branch. Thus it was per-
mitted by the FTC to acquire a healthy company, thereby making it
the largest factor in its Detroit market with an over-20-percent market
share.

Apparently the FTC felt that Allied must not be treated as are
smaﬁ companies in such circumstances; namely, when they have finan-
cial difficulties, they shape up or lose the competitive battle.

Mr. Johnson gave a similar rationalization for the A. & P.-National
Tea merger. Neither company was failing. Evidently, when large firms
cet into financial difficulties in some part of their operations, they
should be permitted to bail themselves out by acquiring competitors,
even though it lessen competition.

As to the Winn-Dixie-Kimbell merger, Johnson says the staff did not
challenge it because Winn-Dixie and Kimbell allegedly were not po-
tential competitors. This, it seems to me, is the clearest departure from
past FTC merger policy. In the 1960’s the FTC found National Tea
to have violated section 7 for making a number of similar acquisitions
totaling about $250 million. The largest acquisition was $50 million.

On the contrary, Kimbell was a $500 million acquisition, the largest
I believe in thexzistory of mergers in food retailing. Obviously the
Commission is not enforcing the standards used in National Tea, which
was concerned with the cumulative effect of such mergers on national
concentration.

Finally, Johnson suggests that the FTC be given access to the Joint
Economic Committee data on a confidential basis so that the Bureau of
Economics can make an independent investigation. I am pleased he
made such a request because I was going to make a somewhat similar
suggestion.

I certainly agree with the idea of making these data available to
others for independent analysis, but why on a confidential basis and
why only to the FTC?

First, the FTC has shown a noted lack of interest in research in
this area. But, more importantly, why not make these data available
to all researchers?

There is a growing fetish in this town about corporate secrecy.
Whereas the Congress has done much in recent years through the
Freedom of Information Act to open up Government, there has been
a trend in the private sector toward less.and less public knowledge
about corporations as they become larger and more conglomerated.
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The profits data in our study are now over 8 years old. Moreover,
most chains know how well their competition is doing in an area. These
data are private for these chains only because they happen to be large
chains operating in many cities. Were these small companies, as large
as one of the divisions of these chains, the data could be derived from
the public annual report of the company.

We thus have a double standard in dealing with so-called confiden-
tiality in this country when it comes to corporations. Large corpora:
tions, simply because they are large, are permitted to scream con-
fidentiality when any aspect of their operations is made public; whereas
this is a normal day occurrence on the part of small companies and
apparently without any harm to them.

So, T do not think any harm would be done to chains if these data
were made publicly available to other researchers. The price data
should, of course, be made public. It never should have been considered
confidential in the first place. The data consists of the price checks the
chains make of their competitors. Certainly there should be nothing
confidential about such information.

Thank you.

Representative Lone. Thank you, Mr. Mueller.

Mr. Johnson, in your critique of the Wisconsin study, you indicate
some uncertainty about it because you say other studies apparently
reached contrary conclusions. ’ '

What other studies are you speaking of? Are you speaking of the
study by three men from the Department of Agriculture?

Mr. Jornson. There are other studies that have identified with
other factors, such as the Department of Agriculture study indicat-
ing the importance of such factors as transportation. I know you
will hear testimony today, and would agree with if, that transporta-
tion alone cannot explain some of these observed relationships either,
because Baltimore and Washington have about the same transporta-
tion factors and yet their price levels differ.

So, it is clear that transportation cost differences cannot be used to
explain away the price/profit-market dominance relationship found
by the Wisconsin study.

I had in mind also.some of the conclusions of the National Food
Marketing Commission in the 1960’. Again,.I know you will hear
testimony today that just because this study differs from that study
conducted 10 years ago doesn’t necessarily mean that the new study
is wrong. Indeed, economic trends may have changed in the 10-year

eriod. :
P I will agree that these earlier studies are based on far less compre-
hensive and discreet data. I think that the whole subject should be
thoroughly explored. .

Representative Lowve. You conclude, then, as most of the other
witnesses have—and no one has countered this—that insofar as any
studies of which you have knowledge or of the people who have
experience in this business, no one and no other study has approached
the Wisconsin study in terms of either the data coverage or the
scope?

Mr. Jorwnson. Yes; that is correct.
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Representative Loxe. On the FTC six-city study that you have
been undertaking, I gather from reading your prepared statement*
and from listening to you, Mr. Johnson, that the study was estab-
lished to test a suspicion that food chains are conspiring to set prices
collusively.

Then you go on and say that no such evidence was found. I conclude
from that comment that you are about to give up the six-city study in
its entirety for lack of that sort of evidence; is that correct?

Mr. JouxsoN. We have reviewed the documentary returns to the
subpenas and in terms of evidence of collusion, and by this I mean
not necessarily price but various ways in which competitors can col-
lude, the evidence is not promising.

I would not say categorically that we are going to recommend clos-
ing of that aspect of the investigation, but I will stand by my state-
ment; it is not promising.

Representative Loxe. I went back and looked at the Federal Trade
Commission press release that was put out at the time the study was
commenced. Your statement here directly contradicts the public posi-
tion of your agency. The press statement says essentially nothing about
conspiracy or collusive setting of prices. Are you incorrect or has the
FTC misled us for 3 years?

The FTC investigation was intended, as I read the press release, as a
study similar to the Mueller-Marion study. I want that release from
1974 inserted here in the hearing record.

[The press release follows:]

FeperaL, TrADE CoMMISsioN NEws, Jury 1, 1974

FTC ANNOUNCES INVESTIGATION OF RETAIL Foop PRICES

The Federal Trade Commission today announced that it is conducting an in-
dustrywide investigation into retail food prices. The investigation will examine
the relationships between market structure and concentration levels, on ane
hz;lnd, and the amount of price competition and level of retail food prices, on the
other,

‘This investigation is part of the Commission’s broad program involving com-
petition in the food industry. It will focus initially on a limited number of cities:
Atlanta, Denver, Detroit, Jersey City, Little Rock and Washington, D.C.

In its resolution directing the investigation and authorizing use of compulsory
process, the Commission said its purpose is “To investigate the status and condi-
tion throughout the United States and in the various parts thereof of competition
in the retail food store industry, including the degree of concentration in owner-
ship or operation of grocery stores; the relationship between the levels of con-
centration and retail food prices; and the existence of any and all anticompeti-
tive pricing practices, which may involve any violation of Section 5 of the Fed-
eral Trade Commission Act .. ., Section 7 of the Clayton Act .. ., or any other
statute administered by the Commission.” .

Pursuant to Commission policy the investigation will be nonpublic.

The Commission is making this announcement pursuant to the recent decision
to make the existence of industrywide investigations public. The Commission
takes no position as to whether violations of law exist.

Representative Long. Now, I gather from you, if the press release
was correct, that the FTC has changed the purpose of the study ?

Mr. Jounson. No; I don’ think that is true. I listened to Mr. Scan-
lon’s statement in that regard with interest. I think it might be inter-

12Mr. Johnson requested that his prepared statement not appear in the committee hearing
record.
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esting indeed if the committee did have access to the underlying memo-
randums at the time the study was conceived.

Representative Lone. I believe the days are long gone when Con-
gress will accept that sort of statement, Mr. Johnson.

Mr. Jounsox. It is perfectly obvious from the authorizing resolu-
tion that the intent was to investigate for violations of the antitrust
laws of any kind. The staff clearly understood from the outset that
they would be looking for illegal conduct, which to an antitrust
lawyer translates into collusion and other such forms of anticompeti-
tive conduct.

I'will admit that in many respects the investigation has had a schizo-
phrenic form, because at the same time there was the economic ingre-
dient. There definitely was interest in exploring, as the Mueller-Marion
study has done, the possible correlation between price and concentra-
tion.

So that was an aspect, but it was a limited aspect by virtue of the
fact that the study would concentrate on only six cities.

Representative Long. First, you said today that the study has “an
enforcement objective.” Now, you say it had both that and an “eco-
nomic ingredient.” Let’s pursue this further. I direct your attention to
the first sentence of the official statement of the Federal Trade Com-
mission announcement. Your emphasis here is directly—I say di-
rectly—contradicted by this official FTC document. I suspect the
wording of the letter written by the Joint Economic Committee to
Messrs. Marion and Mueller is nearly the same as this release.

The statement says, “The FTC today announces it is conducting an
industrywide investigation into retail food prices. The investigation
will examine the relationship between market structure and concentra-
tion levels.”

Mr. Jorn~sox. That is correct. I would say that the investigation was
conducted, really, in two parts and that the two parts got separated.

The first part was the documentary subpena and the investigatory
hearings by the food chains. This was definitely a collusion investiga-
tion. At the same time, we anticipated the issuance of a questionnaire,
what we call a 6(b) report, that would have been directed to the ob-
taining of a tremendous amount of statistical data on prices, concen-
tration data, of course, would also be collected, but that is not that
difficult to gather.

The 6 (b) report issued in 1975, but was immediately the subject of
motions to quash by 15 of the 25 recipiént companies. In the end that
6(b) report has not been issued, and: one reason that it has not been
issued is that while that effort was frustrated by the food chains—
which would have involved the gathering of the price and profit
information you need to make the correlations that you refer to—
at the same time the other part of the investigation, the subpena
returns and the investigational hearings of the company officials,
was occurring.

Quite frankly, as I have indicated, the enforcement aspect that we
were concentrating on and the subpena returns and hearings has not
been promising. Therefore, to some extent, at least from an enforce-
ment point of view, this mooted the necessity of going out and collect-
ing the price and profit data.
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Now, it could be done. It could be done if you were going to conduct
a Mueller-Marion type study.

Representative LoNg. But, your agency’s press release said that
was exactly what it was going to do—in 1974. Now, you tell us because
the food chains refused to honor the subpenas that the FTC reoriented
this study, and then shut it down. The staff has given me a copy of the
hearings at which your predecessor was speaking of this exact same
thing. I have not gone back to review the wording of the instructions,
or agreement, by which the committee requested Mr. Marion and Mr.
Mueller to conduct the study. Your predecessor said the principal
focus of the six-city study was to determine the degree of concentra-
tion in grocery store ownership, and the relationship between levels
of concentration and retail food prices in various areas of the Nation.

Again, it seems that you have gone off on a tangent and really not
looked at what, basically your agency said you were going to do.

Mr. Jom~son. Congressman Long, T just simply cannot agree, and I
do invite the committee to look at the underlying memorandums. I
don’t know how else anticompetitive conduct, illegal conduct, trans-
lates to an antitrust lawyer other than the subjects inquired into dur-
ing those hearings.

Representative Lone. You have indicated, as I think nearly every-
one has, that you would really like to see more statistics on this whole
thing. That raises a question in my mind as to why you just decided
on six cities, but we will let that go.

It seems to me that in your six-city study you have a vehicle by
which you could have pursued this—and you still can. If you expand
your six-city study to include, perhaps, 50 cities, and subpena all the
price and profit data that you need to conduct a detailed, thorough,
and complete industry investigation in this matter.

Mr. Jornson. Congressman Long, at that point, you are out of my
province. That would be a task for our bureau of economics, and, of
course, the Commission’s concurrence in such a resource commitment.

What they would like to dois what T have indicated in my testimony ;
namely, obtain access to the data that Mueller and Marion had and
critique it.

Representative Loxc. We will take that matter up and go directly
to the Commission.

Mr. Mueller, during the period in which you were conducting this
study, the United States was undergoing some of the highest inflation
that it has undergone in the lifetime of most of us in this room.

I think that retail food prices played a very major part in that
inflation.

Do you think that the noncompetitive prices found in your study
were a significant factor in the inflation that occurred at that time?
And, is that really a classic example. or is it an example of cost-push
inflation which we hear so much talk about today ?

Mr. MurrLer. 1 believe them to be separate factors. That was not
the purpose of our study and we have not said nor do I believe that the
reason for the general increase in prices in the food industry during
that period was caused by the possession of market power, because
the inflation occurred in both competitive and noncompetitive markets.

96-514—77——11
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As far as our study was concerned, it was mainly a disrupting in-
fluence. Most studies that have been done in other industries have
found that during such periods the statistical relationships become
confused or clouded by this sort of extraneous factor.

Representative Lone. Thank you.

Congresswoman Heckler.

Representative HeckLer. Mr. J ohnson, in your prepared statement
you talk about the competence of some of the witnesses. You quote the
statement by Mr. Hammonds who concluded, “By every able measure
food retailing is a highly competitive industry and the consumers re-
ceive the benefits of the competition.”

Does that mean you are accepting the judgment of the spokesman
for the Food Marketing Institute ?

Mr. Jomnsox. It certainly does not mean that, I am delighted you
asked that question because I want to take up the similar ques-
tion Congressman Long raised earlier which indicated that I sub-
scribed to the criticism of the study.

I don’t mean that at all. All T wanted to indicate here is that we do
seem to have a difference of opinion. We have two witnesses whose
credentials T can’t criticize—their statements seem very expert—and
they say it’s very competitive, and we have other witnesses who say
it is not.

I am merely pointing out that we have a dispute here.

Representative HeckLER. Tt seems strange to me that you would ex-
trapolate that particular statement—that food retailing is very com-
petitive—which is in fact, the question that the study addresses,
That statement at the very least is somewhat in doubt as a result
of the study. For you to validate the statement, made by the industry
while in your position strikes me as strange.

It seems on your part that you are prejudging the study.

Mr. Jorxsox. No; I did not intend that at all. I am merely pointing
out that we do have these industry criticisms and totally opposing
conclusions. I don’t subscribe to those views any more than I would
subscribe to Mr. Mueller’s conclusions at this time until we have had
a thorough look of the underlying data.

Representative Heckrer. May I ask why is it that the bureau of
economics did not evaluate this study ?

Mr. Jomxson. We, in fact, did send a letter to this committee sev-
eral months ago asking to have an advance copy of the report and
access to the data. Only recently have we received the report, and we
understand that the committee will by a full vote have to determine
whether or not we can have access to the data.

That is exactly my point in making that offer ; we would like to be
able to evaluate the study.

Representative Heckrer. It is your request of the committee from
the ?TO that this data be made available to you for further evalua-
tion

Mr. Jou~son. Yes.

Representative Heckrer. In your prepared statement you refer to
the principal method employed in the six-city investigation which
have been the subpena for documents.
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Several major chains resisted responding to these subpenas, neces-
sitating court enforcement.

Could you elaborate on that? How many chains resisted responding
to the subpenas? How many times did the FTC have to go to court
for subpenas enforcement in order to acquire the information needed ?

Mr. Jomxson. That has been the subject of testimony at the hear-
ings that Congressman Long referred to earlier, the Select Commit-
tee on Nutrition and Human Needs. The statistics are set out there in
the testimony of my immediate predecessor on pages 169 and 170.

The subpenas were issued against 25 firms, 19 of the firms in-
dicated that they would cooperate as a consequence. After the Com-
mission denied the industry motions to quash these subpenas, two
other firms indicated they would provide the requested information.

That left four remaining recalcitrants who are, incidentally, very
large firms, Giant, Safeway, Lucky Stores, and ‘Winn-Dixie.

So we brought enforcement actlons against them in September of
1975. We did succeed in the district court in December of 1975, and
shortly thereafter the four companies did comply.

Representative HeckLER. What court was this, the district court in
Washington, D.C.?

Mr. Jomnsox. Yes.

Representative HeckLer. The study suggests that corporate growth,
which, of course, is not confined to the foods retailing industry, and I
don’t consider corporate growth per se to be bad by any means, none-
theless, it has appeared on the American market scene and I
wondered—in terms of your Bureau of Competition monitoring of
corporate growth—what is your assessment of corporate growth in
terms of grocery stores or the financial impact of corporate growth
on consumers ?

‘What is the FTC analysis of this, if any ¢

Mr. Jomnsow. In my prepared statement I noted the projection by
the food chain study that chain store growth, in terms of overall con-
centration, will level off or decline, but that at the same time the
chains will tend to concentrate into the geographic areas that are
closest to their distribution points.

I haven’t any statistical data on this, but it is my observation, just
looking at the fransactions that we are seeing now in the food retailing
area, that those predictions are coming true. Many of these trans-
actions in fact that have been the subject of criticism here today,
where you get a National Tea pulling out of Chicago or a Great Scott,
or a Kroger ; these do seem to represent market retrenchment by some
of the chains. They are pulling back into the cities where they are
strongest. So, concentration nationwide by the chains may not be
going up any more. Indeed, as I indicated. last year it was constant
and the study predicts it will go down. That may be the national
trend ; but I think in particular urban markets the trend may still be
toward increased concentration.

Representative HreckLEr. What do you think has been the conse-
quence of the consent decree? What effects have they had ?

Mr. Jomnsox. I would imagine they have had a very strong de-
terrent effect on market concentration. Chains have been obligated
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to come to the Federal Trade Commission in advance and seek our
expressed approval before they can make acquisitions. I have no
doubt about this deterrent effect from looking at the downward trend
In merger activity of the 20 largest chains; there is a casual relation-
ship there. Of course, these consent decrees are now expiring.

. Representative Heckrer., Nonetheless the share of the market has
Increased over the last~——

Mr. Jorxson. Up until last year, overall.

Representative HecxLEr. Right. Do you feel at this point then that
the six-city study would have no validity unless it is expanded to
cover at a minimum the scope of this particular committee report ?

Mr. Jorunsox. I do feel, because of its obviously broader data base,
that as an economic study, the Wisconsin study would be much more
reliable. I am confident our Bureau of Economics would concur in
that assessment. Six cities alone would never have been a statistically
teliable basis for drawing legislative conclusions as to the concer.
tration in food retailing.

Representative Hrckrer. What assurance is there that the FTC will
pursue the issues raised by this study with any more vigor than they
have the six-city study, which seems to have been submerged from
public view after its very promising start in terms of its press
release ?

Mr. Jomwso~. The major policy implication that I find in Mr.
Mueller’s testimony, certainly, and in the testimony here this morning,
has been the criticism of our merger enforcement, and I frankly am
very irritated by that.

I think if there is one thing that the Federal Trade Commission
has been preeminent in, one field in antitrust, it has been merger
enforcement.

We were outstanding in that area in the 1960’s, and I think we are
doing an equally good job in the 1970%s. T am prepared to defend every
one of those transactions.

Representative Heckrer. It seems to me our committee report
did not use the word “collusion.” As I recall, very little time, if any,
was spent on the question of parallel pricing. What is your judgment
on the effect of parallel pricing, how it comes about, how it is that
such a high percentage of items in a supermarket can be identically
priced with the items in the neighboring supermarket across the
street ¢

Mr. Jornsox. We look at this, not just in the six cities study, but
periodically we examine a market, whether concentrated or uncon-
centrated, to check out these pricing trends. For one thing, you can
check them out through the food ads in the daily newspapers, and
you see periods where prices do seem to be the same.

I don’t know that you could draw the conclusion, just looking at
that data, that there 1s necessarily collusion. It might be an indica-
tion of very healthy competition; the chain that would be inclined
to charge more is dropping its price to meet its competitor,

Let me say this: Congressman Long asked earlier about the views
of my predecessor and what was in our minds when we started the
six-city survey. He referred to the McGovern committee testimony,
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and, having answered your earlier question, I see exactly what I
wanted to note here. This was at page 170 of that transcript, where
my predecessor indicated that the companies had been advised
that the Bureau of Competition was concerned with, among other
things, possible conspiracies and combinations in the procuring and
selling of food products to the consumer, predatory pricing directed
against small retailers and food discounters, market divisions and
allocations, mergers, and other possible illegal integration and im-
plementation of barriers to new competition.

~ This is exactly the type of illegal conduct which I indicated we had
in mind from the outset of that investigation.

Representative Heckrer. Mr. Johnson, if the committee voted te
supply the data to the Economics Bureau at the FT'C, what would be
a reasonable time in which to expect them to respond or to comment
on the information they have received?

Mr. Jorxson. I really should defer to Mr. Folsom from our Bureau
of Economics.

_ Mr. Fouson. The major factor would be the amount of additional
information which we had to request from the chains and the extent
to which they cooperated with us in this endeavor.

If the chains chose to fight any 6(b) request or subpena that
requested additional information, as this committee is aware from
its own experience, it could be a substantial period of time before
we could obtain the information.

I would suggest that within 8 months or so after obtaining the
information, we could complete the study. I am assuming that we
would assign a couple of people to it in order to do that.

I am also assuming that Mr. Mueller would be willing to furnish
us his voluminous computer tapes, if he has material on tape to
expedite the work. I think it took roughly 2 years for Mr. Mueller
to complete their study.

Representative Heckrer. Mr. Johnson, as you heard earlier, has
requested that the JEC supply the FTC with the data we have
and allow the FTC and especially the Bureau of Economics to de
its own independent evaluation, thereby expanding the six-city study.

What would your opinion be? Would you endorse an effort by
the JEC to call on the FTC to do this evaluation and expand the
six-city study?

Mr. Forsom. I really look upon those as two different things. I urge
this committee, as Mr. Johnson does, to obtain the underlying
memorandums which recommended to the Commission the six-city
investigation. I believe the Bureau of Economics stands tainted as
long as there is the implication that we believe that the six cities
were adequate to perform an economic study and reach general
statistical conclusions of any validity about the relationship between
concentration, entry barriers, et cetera, and market performance.

So, I really am not thinking of the analysis of the data as an ex-
pansion of the six-city investigation. I do not believe that the data
we were able to acquire for the six-city investigation would add
much, if anything, to the data which has already been collected by
this committee, particularly since several of the larger chains still
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have not responded to our 6(b) request and we would basically go
through the same routine that the committee has gone through in
collecting that data.

I must admit as an economist my mouth waters somewhat at
the idea of having access to the type of data to which Mr. Mueller
and his team had access in performing their analysis.

Representative Heckrer. Thank you.

Representative Lone. Thank you.

Congressman Brown.

Representative Brow~ of Ohio. Thank you.

Mr. Johnson, I may have to leave you abruptly because of legis-
1at1qn on_the floor of the House, which I will have to handle.

First, T would like to make an observation. Obviously, food along
with clothing and shelter are the major items of expenditure for
everybody in our society, particularly those people with lower in-
comes. There is a need for us to be concerned about it as a political
matter as well as an economic matter.

- I have the feeling that it’s because it’s a major portion of the
average budget and because it has experienced rather sharp inflation
over the last few years—in particular, the period of time covered
by data used in the Mueller-Marion study—that we are looking for
somebody that we can pillory with reference to the whole problem
of that rather significant increase in food prices after years and
years of food costs to the average citizen going down as’a portion
of their total budget.

..Now, I would like to ask some direct questions with reference
in your judgment as a member of the Federal Trade Commission
about the food marketing industry. If you were looking at the degree
©f current concentration in the food retailing area—nationally, re-
gionally, locally—as compared to other industries in our society,
would you say that it is a highly concentrated industry, highly
monopolistic industry ?

There is no industry that is directly analogous to food market-
ing, but let’s say steel, autos, communications, soft goods retailing,
lumber, and oil. Do you have any list at the Federal Trade Com-
mission to indicate the monopoly tests of the food marketing industry ?
. Mr. Jounsox. Congressman Brown, let me say preliminarily that
I concur in your assessment of our targeted areas. In our enforcement
programs right now, we definitely look for consumer impact indus-
tries, industries whose products constitute a large share of the con-
sumers’ budget and which do seem to be exhibiting inflationary
tendencies.

. It is not coincidental that we have major programs in energy
and food and health care. When you take a look at the food area in
particular, I think your comment is again well taken—we '‘do have
to look there for logical targets for enforcement, though not com-
panies to pillorize. :

. ;Some interesting correlations can be made. I refer in my prepared
statement here this morning to the fact that profits in food manufac-
turing are considerably higher at the present time than profits in
food retailing.

So I think many of these economic factors have to be weighed.



163

Representative Brow~ of Ohio. But profits in manufacturing are
generally higher than those in retailing, whether it’s foods, soft
goods, or anything else: isn’t that true?

Mr, Jounson. That is probably true; yes.

Representative Browx of Ohio. So my question is, considering
just retailing areas, is food marketing a highly concentrated indus-
try or is it not a highly concentrated industry?

Mr. Jorxsox. It is difficult to make a comparison with, say, steel or
autos, because on a nationwide basis the answer is fairly apparent—
food wouldn’t be as concentrated. But, as all the witnesses here have
indicated, the correct frame of reference is the local market, the metro-
politan market, and there, as Mr. Mueller has indicated, the concentra-
tion figures are all over the map.

They range from some metropolitan areas where there clearly is not
a high degree of concentration, to Washington, D.C., where food
retailing is one of the most highly concentrated markets for any
product anywhere.

So, if you recognize that the local market is the relevant market for
food retailing. I guess the answer is yes and no, some food markets like
‘Washington, D.C., are more concentrated than the industries you have
listed, and some are less.

Representative Brown of Ohio. There is a wide variety of patterns,
compared to some other industries, some more concentrated, and some
other industries less concentrated ¢

Mr. Jounsox. Yes.

Representative Brown of Ohio. I am trying to get at your target
for study. You have already indicated the total proportion of the con-
sumer’s bill, the cost-price index are a part of your consideration.

Let’s look at a couple of other things. What about barriers to entry ?
Do you have any studies that indicate the existence of barriers to
entry in the food market industry being higher, or more difficult to
overcome than the barriers to entry in other industries ¢

Mr. Jomunson. We study barriers to entry whenever we analyze a
merger for possible enforcement. I know this committee has received
testimony from industry witnesses that barriers are not high in food
retailing. That is rebutted and contested in the Muieller-Marion study.

T think it is an area open to debate, but we do look at that.

Representative Browx of Ohio. Are they higher or lower than in the
food processing industries, the manufacturing industry ?

Mr. Jomnsox. Generally speaking, in most area markets I would
think the barriers would be lower in food retailing than in food
manufacturing. '
~ Representative Browx of Ohio. Let me ask you about a couple of
other areas, about kinds of concentration and the kinds of things I
would think the FTC should look at.

What about profits?

Mr. Jorxson. Certainly. .

Representative Browx of Ohio. What do you mean, certainly ¢ How
do profits relate to other industries ? )

Mr. Jouxsox. The only comparison I have made in my prepared
ctatement was to food manufacturers. We do periodically make studies.
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Our Bureau of Economics comes out with quarterly statistics in many
industries. Perhaps I could defer to Mr. Folsom on that.

Mr. Fousox. Food retailing has been less profitable than food manu-
facturing, which has been less profitable than all manufacturing for
the last several years. I am not certain that one should draw generaliza-
tions from those isolated statistics because food retailing is a quite dif-
ferent activity from food manufacturing.

Representative Broww of Ohio. What about other areas of retailing ¢

My. Fousoar. I am not really familiar with other areas of retailing.
‘We do put out statistics on retailing in general.

Representative Browx of Ohio. Could you look at the statistical
information available from the FTC and g1ve use some answers in the
areas I have asked questions about 2

One is the nature of competition in the industry. Is it less static or
more static that in other industries ?

Mr. Jomnsox. There has been a fair amount of dynamism. I have
read the testimony of the Food Marketing Institute on the first day of
hearings where they have what they refer to as churning.

Certain of the major chains have been withdrawing or changing
their relative positions in particular markets, so there is that indication
of competition in food retailing.

Representative Brow~ of Ohio. My time is going rapidly and I want
you to include whatever information you can send us with reference
to this industry and its relationship to other industries, anything else
which you consider to be typical of evidence of either monopoly, con-
centration, or the other things that are considered no no’s by the
Federal Trade Commission in the industrial picture.

Is the cooperation with the Federal Trade Commission providing
data from the food marketing industry better or worse than the
cooperation you have received in other areas of the private sector
where you try to get information ?

I gather nobody cooperates too much.

Mr. Jounsown. That is what T was going to say.

Representative Brow~ of Ohio. Nobody rushes in and says, here is
some evidence you might want to use against us?

Mr. Jouxsox. We have very few instances of that. Tt is hard to gen-
eralize. The petroleum industry fichts Commission requests for docu-
ments about as automatically as do food chains.

Representative Brown of Ohio. Have the food companies been
cooperative ?

Mr. Jornsox. Not particularly. Regarding subpenas in this particu-
lar industry I gave the statistics earlier. Six out of twentv-five resisted
the original subpenas. We ultimately had to go to court against four.

Representative Brown of Ohio. What would be the average in other
industries when you use subpenas? I wonder if you could look that up
and tell us how many subpenas you have used in the various industries
over the last few years?

Does anybody keep a record of that in the Federal Trade
Commission ?

Mr. Jonwson. We would have data on the number of motions to
quash subpenas that are filed with the Commission. Such a study could
be done.
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Representative Browx of Ohio. If you don’t have the information I
don’t want to put you to the additional test of making a separate study.
But if you have the information readily available, it might be helpful
to this committee.

Finally, an economic question: What kind of companies would
normally handle a very high rate of inflation with the most ease?

Would you assume that large companies or market leaders would
handle a high rate of inflation most easily or would it be the small
competitors in a field ¢

Mr. Jorxso~. Congressman Brown, you are really outside my area
of expertise. I am simply conjecturing, it really depends upon the
market forces.

Representative Brown of Ohio. What concerns me about this study
by Mueller and Marion is that it was made at a peculiar time in the
history of food retail prices, and that was when those prices
were going up very rapidly. It occurred to me that, as a small business-
man In the newspaper field, when prices in my industry go up, it’s the
major operators, the big people, who handle inflation most easily. They
can absorb the expansion in inventory costs, for instance, which a little
company frequently cannot. They can handle changes in market prac-
tices such as increased credit requirements or changing sales patterns,
for instance. I am a little concerned about a study—and I am really
not sure what it means, or what it infers about the Wisconsin study—
made during a time of the sharpest inflation we have ever had his-
torically, with the possible exception of 1921, I suppose. And when you
use that period as the base for your study, you may be getting some
very peculiar movements within a market situation. I gather you feel
that you are not prepared to comment on that?

M. Jornson. That is not within my competence.

Representative Brow~ of Ohio. Thank you, very much.

Representative HECKLER. Senator Javits.

Senator Javirs. Thank you, very much, Congresswoman Heckler.

T have read with great interest about the study and the controversy
with respect to the study. I believe controversy is healthy, but I prefer
to be oriented with it before I ask any questions.

Representative Hecrrer. Thank you very much, gentlemen.

T would like to call now Mr. Robert Aders, president of the Food
Marketing Institute, and Mr. Mark Silbergeld, acting director of
the Consumers Union.

Since it seems apparent that the members of the committee will have
to go to the floor for a vote, I will request of the two witnesses that you
summarize your prepared statements, if you can, in 10 minutes. We
invite you to submit your prepared statements for the record.

Mr. Aders, would you please proceed.

STATEMENT OF ROBERT 0. ADERS, PRESIDENT, F0OD MARKETING
INSTITUTE

Mr. Apers. Thank you, Congresswoman Heckler. .

I am pleased with the opportunity to appear before you and this
committee today as a representative of American food retailers and
wholesalers.
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I concur with Mr. Hammonds’ statement last week that the report
is without merit. It represents an unwarranted attack on a responsible
sector of the American economy and does not deserve your further
consideration.

I have spent most of my adult life working in the grocery business,
and from my experience I can say that the conclusions reached in this
report are specious and misleading. I say that it is irresponsible to
suggest that grocers could overcharge their customers by more than
total industry profits, and to say there is no competition in the grocery
business is like saying there is no politics in Washington.

In my experience in the grocery business, I can assure you that eco-
nomic theories have absolutely nothing to do with the price a grocer
puts on his merchandise. I am not a professional economist. You have
heard from a group of them, and I would not dare to extend what they
have said.

I am concerned about the implications of earlier testimony that for
some reason the testimony of some economists may be tainted because it
is paid for. I admit that Tim Hammonds is paid and well paid, but I
do not admit that affects his professional competency or his honesty in
any way. I also think we should comment about Mr. Goldberg. There
has been much confusion about who he is here on behalf of. My re-
search indicates that he was hired or asked to serve by the committee
in 1974 or 1975, and I was surprised by the assertion that he was a food
industry witness.

Representative Lone. If the gentleman will yield, regarding the
status of Mr. Goldberg: Representatives of your industry requested,
in the presence of six members of the committee and staff, that Mr.
Goldberg, a noneconomist, testify here before this committee. As I
said in the course of my remarks, “At the request of the industry, Mr.
Goldberg was invited.” I think if you will check the record, Mr.
Aders, you will find that is the case.

Mr. Apers. Thank you. I did not want the record to show the impli-
cation that he was on our staff, which was not the case.

I woul